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Bonds for Government Industrial Plants 


By CHARLES CONARD, 


Paymaster, United States Navy 


It is a curious fact that although the United States Govern- 
ment in its regulation of private industrial enterprises insists 
upon the most business-like conduct of their affairs, yet in the 
government owned plants of more or less similar nature but 
little attention has been paid to the correctness of the financial 
methods employed. This is largely due to the fact that the in- 
dustrial methods of the government are the result of a slow 
growth of years, while governmental control of private ven- 
tures has received the attention of a more modern school of ac- 
counting. 

Thus, the Interstate Commerce Commission, in prescribing 
the methods by which the railroads shall keep their accounts, 
insists upon the most scientific and approved classification of 
expenditures, compel due allowance for depreciation, and pay 
great attention to the proper capitalization of the roads. The 
control of National Banks is planned and carried out with the 
most rigid attention to modern accounting ideals, and bank ex- 
aminers are required to visit all national banks periodically and 
examine into the details of their business. The corporation tax 
law has the effect of compelling all corporations to exhibit their 
accounts in clear and concise statements, readily available for 
inspection and interpretation. 

On the other hand government owned industrial enterprises 
are ordinarily conducted with very little reference to the com- 
monly accepted business principles of commercial life. The 
question of capitalization is ignored, depreciation—with certain 
slight exceptions—is neglected, costs of production fail to in- 
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clude all the proper elements, and statements showing actual 
conditions of business are practically unknown. Of course, ac- 
curate records of actual expenditures are strictly kept, and de- 
tailed reports of all kinds are common; but they do not accord 
with requirements of a thoroughly up to date private business. 

The following are typical instances of industrial organiza- 
tions maintained by the government: 


UNDER THE War DEPARTMENT 


Arsenals for the manufacture of ordnance and accessories. 
The Panama Canal. 


UNDER THE Navy DEPARTMENT 


Navy Yards for repairing vessels and equipage. 
Gun, torpedo and powder factories. 


UNDER THE INTERIOR DEPARTMENT 


The Reclamation Service. 


While the above do not include all the industrial efforts of 
our government, an examination into the methods under which 
they are financed will give an understanding of the government’s 
system of handling its own work of the character in question. 

The various public works, such as river and harbor improve- 
ments, are not included in this discussion, since they are mainly 
done by contract, and are thus not to be classified as the gov- 
ernment’s own industrial work. 

The Reclamation Service is on a different basis from other 
government industries. Its revenues are derived, in the first 
place, from the sale of government lands, and are utilized to 
improve other lands by irrigation, the cost of such improvements 
being eventually paid for by the settlers upon the irrigated land. 
Such payments furnish capital for irrigating other lands, a con- 
tinuing process thus being carried one. It is interesting to note 
here that this service is the only government industry having 
a “ working capital” of its own; also that the government pro- 
poses soon to issue bonds to the value of $20,000,000 to furnish 
further capital, that derived from the sale of public lands hav- 
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ing been found insufficient for the purpose, in view of the length 
of time the money is necessarily tied up in the various projects 
under way. These bonds will be for short terms only, however, 
and do not fall strictly within the class to be later proposed 
herein. 

Aside from the above exception, a government industrial 
plant is instituted, maintained, and gets its growth from the 
annual revenues of the government, appropriations being made 
each year by Congress for those installations, additions and im- 
provements which are most urgently demanded by the Execu- 
tive Departments, or for which local influences most success- 
fully contend. A great deal depends upon the resources of the 
government available at the time a given demand is made. 
More, however, depends upon the size the appropriation bill 
covering a given item is to be allowed to reach, and the relative 
importance of this item to others under consideration by the 
legislators. Thus, at a government navy yard, for example, cer- 
tain additions may be essential for proper and efficient handling 
of work; and yet this item may be brought to the attention of 
the Congressional committees at a time when they may consider 
that no money is available for it, the appropriation concerned 
being already at or above the limit set. If the Treasury bal- 
ance is low, or the probable revenues of the Government appear 
to be exceeded by amounts already appropriated, there is prac- 
tically no chance of having needed improvements authorized, 
since the amounts involved must be charged up to the annual 
appropriation act. This is not as it should be, since work of 
this character should not depend upon purely temporary condi- 
tions, in view of the Government’s unassailable credit. But 
under the present system it is impossible to avoid this situation. 

If certain improvements or expansions in government indus- 
trial works are known to be advantageous and in the line of 
final economy, it is evident that they should not be postponed 
merely because the Government has not the “ ready cash” at the 
moment to pay for them. There appears to be no good reason 
why bonds should not be issued and the funds thus secured in 
the manner common among commercial corporations and mu- 
nicipal plants. In other words, the transaction should be handled 
on a strictly business basis. The advantages of such a system 
would be manifold, but before analyzing them it would be well 
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to examine briefly the nature of the present outstanding bonds 
of the Government, in order to see how such a plan would fit 
into existing conditions. 

The present outstanding interest bearing bonds of the United 
States Government, according to the “ Statement of the Public 
Debt” for the month of April, 1911, issued by the Treasury 
Department, is as follows: 


ee SO rrr rer ree $646,250,150.00 
Loan of 1908-1918 ........... 62,945,460.00 
I adc ee oiisuaaes 118,489,900.00 
Panama Canal Loan .......... 84,631,980.00 





Aggregate of Interest-bearing 
DE | Agvedescuaeredenns $913,317,490.00 


Of the above the consols and the loan of 1925 were issued 
for such purposes as refunding the civil war loans, and protect- 
ing the gold reserve of $150,000,000, in general supplanting 
earlier bonds at higher rates of interest. The loan of 1908-1918 
was made to provide revenues for the war with Spain. The 
Panama Canal bonds have been issued to partly defray the ex- 
pense of building the canal. None of the above bonds are mort- 
gages on any physical properties, but are strictly dependent for 
their value on the stability and continuation of the United States 
Government. In this respect they are similar to the debenture 
bonds sometimes issued by the railroads of this and other coun- 
tries. 

Is this a necessary or desirable situation? In the first place, 
why should the government publish the amount of its outstand- 
ing debt, together with all Reserve and Trust Funds, and other 
cash on hand, and fail to take into account the immense prop- 
erties owned by it? It states its liabilities in full, but neglects 
to mention the largest part of its assets, which at a conservative 
valuation probably far exceeds its liabilities. In the second 
place, although it is true that the value of United States bonds 
rests on the universal belief in the credit and continuation of 
the government, yet that confidence is inspired by knowledge of 
the general wealth of the country and the soundness of its po- 
litical system. In time of great stress, as when the country is 
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threatened with or engaged in war, confidence in the govern- 
ment’s stability is apt to be tinged with apprehension, as witness 
the result of the bond issue in the summer of 1861. ‘“ By De- 
cember of that year Confederate successes on the field of battle 
and financial indecision or incapacity at Washington had so 
weakened northern credit that these bonds were practically un- 
salable.” * It is the belief of the writer that were government 
bonds issued as first mortgages on actual property of the gov- 
ernment, in time of war bond holders would feel no apprehen- 
sion whatever as to the security for their loans. While govern- 
ments change, the courts may be said to go on forever, and a 
succeeding government which might repudiate debts of its prede- 
cessor based solely on that predecessor’s credit would be unable 
to deny the rights of bondholders who would have power to 
bring foreclosure proceedings into the courts, if necessary to 
sustain their claims. Especially would this be the case where 
foreign bondholders were concerned, with the influence of their 
governments to back up the court proceedings. 

Another point is of interest here. Government bonds are 
used to secure the circulation of National Bank notes. Since 
the bonds themselves rest solely on the credit of the government, 
and the National Bank notes are secured by the bonds, it fol- 
lows that such notes are practically fiat currency, dependent on 
no actual value whatever, but merely sustained by the credit 
of the banks, backed by the government.t Were the bonds first 
liens on actual property values such condition would not exist, 
as they could then be said themselves to support the National 
Bank notes, for it would be possible actually to consummate 
the sale of certain government properties to satisfy the demands 
of the note holders in times of great emergency. 

In the remarks above it is to be understood of course that valu- 
ation of all property of the government forming the basis of bond 
issues must necessarily be very conservative, and with a margin, 
or “equity ”’ such that a forced sale would realize the amount 
of the bonds. Just what classes of property should be available 
for mortgage purposes would need to be carefully considered. 





* Money and Currency—Joseph French Johnson, p. 272. 

+ The writer is aware that National Bank notes actually maintain their par value through 
their interchangeability with gold certificates, etc.; and are thus backed up by gold in the Treas- 
ury. It isin the relation to the bonds alone that they are discussed above. See “‘ The Bank 
and the Treasury” by F. A. Cleveland, p. 51, for an exposition of this subject. 
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The public domain and unimproved land generally should not, 
it is believed, be utilized for this purpose. Public buildings, 
structures for industrial and commercial purposes, etc., in which 
capital has been invested by the government and which have 
an actual market value form the proper bases for government 
bond issues. 

The writer is not prepared to go into the complete details of 
these suggestions, nor is it necessary for his purposes. In pass- 
ing it may be said, however, that the burden of proof in the mat- 
ter really ought to lie with those who claim that government 
issues should not rest on the solid foundation of mortgaged val- 
ues, since it is generally accepted that in all enterprises other 
than governmental the reverse is true. Even in the case of 
municipalities * where bond issues are made on the general credit 
of the town or city, the Supreme Court has ruled that all prop- 
erty of the municipality is subject to taxation for the purpose of 
meeting the prior lien of the bonds. 

It is from the point of view of the efficient conduct of gov- 
ernment industrial business that the writer desires to draw par- 
ticular attention to this subject. As has been stated, under 
present financial methods all additions and improvements to 
plant must be paid from current revenues of the government. 
This is bad in itself, since it sets a precedent exactly contrary to 
that laid down by the Interstate Commerce Commission as de- 
sirable for the railroads to follow. Railroads are urged to limit 
expenditures from income to maintaining road and equipment 
at par value only, leaving additions to be charged to capital ac- 
count. But the worst effect of the present government system 
is that investment values have no real meaning to government 
officials. Should additions to plant or equipment be thought 
desirable, no consideration need be given to the capital to be 
tied up in such additions, since no interest is paid on any part 
of the investment, and therefore no restriction is felt in asking 
for, and if possible obtaining all the capital possible. It is merely 
a question of how much money can be secured from Congress, 
with no thought as to the wisdom of loading the plant with fixed 
charges, since such fixed charges do not exist. Consequently 
public servants never get quite the correct point of view when 

*“ Municipal Bond Issues Explained,”’ by Harry E. Weil. (Annals of the American 
Academy of Political and Social Science, Vol. XXX. No. 2.) 
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called upon to decide as to the advisability of making additions 
to existing plants, or providing new ones. Consider, for ex- 
ample, the post office department, which is supposed to be a 
self-sustaining institution. Comparisons are frequently made 
as to the cost to the government of the present service as against 
what it would be if conducted by private enterprise, as is the 
express business. Yet no consideration is given to the inter- 
est on the capital tied up in post office buildings and equipment 
generally. As a result, there is no such desire on the part of 
the post office department to limit the cost of buildings and 
equipment used by it as there would be if interest charges were 
included in its recorded expense of doing business. 

Again, take the case of the Panama Canal. The bonds issued 
for its construction are represented by actual physical property, 
although they do not constitute mortgages on such property in 
the manner herein suggested. The canal itself stands for the 
investment made in it. As the canal is to be a revenue produc- 
ing project it would appear to be desirable that the income de- 
rived from tolls should approximately sustain its activities, or 
at least be applied with that end in view. To put the canal on 
a proper business basis it would seem advisable to cover its 
entire cost of construction by bonded indebtedness, the inter- 
est on which should be a fixed charge, to be considered in de- 
ciding upon the amounts of the tolls. With the usual allow- 
ance for depreciation, etc., together with all operating expenses 
it would be quite practicable to determine the actual annual cost 
of the canal, with due consideration of the value of the invest- 
ment in it. If toll rates, for reasons of policy, should be placed 
too low to sum up to the yearly cost of operating the canal (with 
all the elements referred to included) it would at least be def- 
initely known just what the excess cost to the United States 
Government amounted to. Unless the entire construction cost 
of the canal is duly capitalized and covered by a bond issue, the 
annual maintenance cost in full can never be satisfactorily and 
concisely set forth. 

The same reasoning applies to other government industrial 
investments. Just at present the Navy Department is studying 
the problem of costs of production at navy yards, and possible 
increase in efficiency due to the introduction of methods of mod- 
ern management. The question of “value of investment” is 
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a paramount one in this connection, paralleling to a large extent 
the problem of capitalization of the railroads, although much 
more simple for possible solution. No true appreciation of the 
cost of doing work at these navy yards can be arrived at unless 
the matter of capital investment is thoroughly settled. If a 
proper bonded indebtedness of the industrial plants concerned 
were recorded, the question of value of investment, and interest 
charges thereon, as well as depreciation, could be satisfactorily 
adjusted. Otherwise it will never be possible to demonstrate 
scientificaily what the actual cost of work done at these plants 
may be. 

Looking at this subject from the point of view just set forth, 
it would seem eminently desirable that the government’s invest- 
ments in industrial business should be represented by bonds 
issued for that purpose, the interest on which should be a charge 
included in the annual maintenance expenses of the plants in 
question, and should enter into the cost of work done by them. 
Fair comparisons could then be made between the costs of gov- 
ernmental and private work—which is not possible now—and the 
ground-work for efficient governmental work could then be laid. 

Regarding the subject from the point of view of the Treas- 
ury Department, it is suggested that such portion of the pres- 
ent outstanding bonds as may be necessary be retired in favor 
of “industrial bonds,” representing the appraised valuation of 
existing government plants, the interest charges of such bonds 
to be located to the plants in question, and payable from the 
appropriations made to cover the cost of work done at such 
plants. The value of these plants is an actual present “ asset ” 
to the government, and should be so represented in Treasury 
statements, offsetting in some degree the amount of the public 
debt. 

As just stated, under this plan the interest on the industrial 
bonds would be derived from the appropriations made to main- 
tain the plants. Extensions to a given plant would require an 
additional bond issue—or further sale of bonds already au- 
thorized—and thus the cumulation of interest and depreciation 
charges would cause hesitation and thorough weighing of ad- 
vantages and disadvantages by those interested in the proposed 
increase of plant and consequent increase of bonded indebted- 
ness. The whole subject would therefore be placed upon a 
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higher plane of finance than is now the case; that is to say, upon 
the ordinary commercial basis. 

From the foregoing it will be seen that it is not recom- 
mended that the total bonded indebtedness of the Government 
should be increased, but that there be substituted for a portion 
of the present outstanding bonds, based for the most part on 
nothing but the public credit, a series of government industrial 
bonds, representing actual physical value of properties owned 
by the Government. As these properties are of commercial 
value, it would be well to recognize that fact in statements of 
the public debt; but the great benefit of this step would be not 
so much for the Government at large as it would be for the 
well being and correct financial conduct of the industrial prop- 
erties themselves. 

Where reference has been made to commercial methods in 
all of the foregoing, it should be understood that the best, and 
not the average practice is meant. Private corporations do not 
universally follow those ideals which students of finance have 
evolved as being most suitable for the clear and efficient hand- 
ling of their business, and it should be the function of the Gov- 
ernment therefore to so conduct its own internal affairs as to 
serve as an example for the country at large, with an eye to 
instruction as well as efficiency. 

Should the time ever arrive when it will become necessary 
for the United States Government to take over and operate 
the railroads of the country, the questions herein discussed will 
assume tremendous interest, since government industrial bonds 
will then be absolutely essential as a first step in assumption of 
ownership. 
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The Importance of Systems for Garages * 


By Henry J. Fark, B.C.S. 


In none of the various classes of business with which I have 
come into contact have I found such a lack of system as exists 
in the automobile industry. This state of affairs is due to two 
causes: the first is that this is our newest industry, and the sec- 
ond is that the men who first entered into this business consid- 
ered that it was only a passing craze that would exhaust itself 
within a few years, as did the bicycle craze of ten and fifteen 
years ago. Because of this uncertainty little or nothing was 
done in the way of devising and installing systems in the busi- 
ness. Five and ten years ago, automobile manufacturers, supply 
dealers, and garages charged the highest possible prices for 
everything sold to the fortunate or unfortunate owner; and at 
that time it was only the very rich man who could afford an 
auto. However, within the last few years, a great change has 
taken place in the industry. Cars have come down in price and 
their accessories have likewise followed. This lowering of prices 
is due mainly to one cause; viz., that the manufacturers have 
come to their senses, recognizing that the industry is here to stay, 
and have therefore commenced to install adequate cost and ac- 
counting systems. The minute the manufacturers found out 
how cheaply (in comparison with former prices) they turned out 
the cars, prices were gradually lowered, until to-day the man with 
a moderate income can buy a very good machine from $1,500 to 
$2,500 that formerly would have cost fully twice as much. An- 
other economic change is the lowering of auto supplies, so that 
the up-keep of a car does not bankrupt the man in moderate 
circumstances, as formerly would have been the case. 

These reductions in prices were primarily due to the fact 
that the manufacturers realized that formerly they charged the 
highest possible prices because they did not know what it cost 
them to turn out the cars and their supplies. When their cost 
system enlightened them, they lowered prices, thereby benefit- 
ing the whole community. Of course the more people there 
are that can afford automobiles, the more people find employ- 


* An address before the Garage Association of Denver. 
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ment in the auto industry, and likewise the more garages must 
be provided to store and look after the machines. At the pres- 
ent time it is very likely that there are over 100 garages in this 
city alone, which, considering its population, is probably the 
highest percentage in the United States, or the world, for that 
matter. 

From my observation, I believe that practically all the auto- 
mobile manufacturers and the large supply dealers have efficient 
and adequate cost and accounting systems in their establishments. 
Unfortunately such is not the case with the garage owners, auto- 
selling agencies, and the small supply dealer. I grant you that 
here and there you will find an isolated case where the garage 
and the small dealer has an efficient and adequate system. 

For example, let us take your own selves, how many of you 
have such systems that you know exactly what every department 
of your business is producing? How many of you know exactly 
what each job costs? Probably the real reason why you lack 
the protection afforded by a simple, yet comprehensive system 
is your fear that it will prove expensive, cumbersome, and un- 
wieldy, supplemented by a lot of red tape. 

You, perhaps, have heard of Brown, who had a very expen- 
sive system installed. While out to lunch one day, an acquaint- 
ance asked Brown, “ How is that new system working?” Brown 
replied: “ Great! We've had to shut up the store in order to 
keep up the system.” Although this illustration may be a little 
overdrawn, I regret to say that in some cases I have found con- 
ditions to be almost as bad. Then again, on the other hand, is 
the business man doing business with absolutely no system and 
possibly only a check book to record his cash receipts and dis- 
bursements. The efficient and adequate cost and accounting 
system should strike a happy medium between these two ex- 
tremes. 

For a system to be of the greatest possible benefit to you, it 
must combine the elements of simplicity, efficiency, inexpensive- 
ness, and above all must give you the information you want, and 
should have regarding every branch of your business. Such a 
system should, with a little outside help, enable you to keep it 
up yourself personally, without taking too much of your time, 
provided business does not warrant your employing a book- 
keeper. 
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Some of the things such a system will do for you will be 
to show you exactly what each department of your business is 
doing. Are you certain whether your machine shop, paint shop, 
vulcanizing and storage departments are individually and col- 
lectively making the profits they should? How about the sales 
of electric current, gasoline, oils, tires, and sundries? Do you 
know if every one of those items has been properly accounted 
for? How do you know that some of your workmen have not 
borrowed tools and other sundries and because of a lapse of 
memory have failed to return them? Cents lost in the way count 
just as much as if some one should help themselves out of your 
cash drawer. 

It has been my experience that the greatest losses oftentimes 
occur, not from the never-to-be-returned borrowings from the 
cash drawer, but from the petty stealings of merchandise, tools, 
etc., and the carelessness of the employees induced by lack of 
system. It stands to reason that if a man knows he is held ac- 
countable for every tool, every tire, and every penny’s worth of 
oil, he will be just that much more careful in his handling of 
those commodities. A good system will give you a check on 
these things. 

One of the functions of such a system will to show you the 
exact cost not only by departments, but also the cost of every 
job that comes into your garage. The ascertainment of costs 
on a job are one of the most difficult problems you have to con- 
tend with, because in addition to the direct labor expended on 
the job, there are other factors which enter into those costs. 
Some of these factors: depreciation, interest, light, heat, power, 
general expense, etc.—are difficult to compute, and allocate to 
each job. The next best thing to be done is to ascertain sci- 
entifically the proportion each job should bear of these indirect 
and overhead charges. 

Another thing that an efficient cost system will do for you 
will be to standardize your costs, so that if you were all called 
upon to estimate on certain work, your prices should vary but 
very little. Under present conditions, I am certain that there 
would be a great variation in prices submitted, because you do 
not know your true costs. When I speak of standardizing your 
costs, I mean that if each of you had a cost system that took 
into account every item entering into the costs of a job, plus a 
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scientific ratio of overhead and other indirect charges, your costs 
should all be the same, except in cases where some of you have 
more efficient workmen and more economical management than 
others. 

I notice that you gentlemen have promulgated a series of 
charges for the services rendered to customers. Your charges 
for the storage of machines strike me as being fair. But do 
you know if the fixed charge per hour for repair work are fair 
to you, as well as the customer? How do you know but that 
your repair charges are not too low? I have an idea that they 
are, but without having made an investigation, I cannot state 
so positively. I am sure that your customers are willing to pay 
you whatever is fair for all work you do for them, particularly 
if they know that you can prove your figures. One of the 
strongest arguments you can present to a customer regarding 
any disputed charge is your cost and other records which do 
not leave a loophole for error to creep in. 

Another very important feature of such a system is to enable 
you to know at least once a month (or oftener if desired) ex- 
actly where you stand—whether you are making money or not, 
not only in the aggregate, but in each department for itself. At 
the present time you probably are in the habit of making up a 
yearly profit and loss account, which may or may not be correct. 
When you stop to consider that the average business life of a 
man is only twenty years, the importance of knowing the status 
of your business monthly is readily apparent. This monthly 
study of your business condition will enable you to rectify any 
mistakes that you or your employees may have made during 
that month. 

Perhaps you may have some system in use at the present 
time, but do you know whether it is not too complicated? and 
that probably from twenty-five per cent to fifty per cent too 
much time is spent in its up-keep? In numerous instances sys- 
tems have been cut down from twenty-five per cent to fifty per 
cent. There are numerous other reasons why it will pay you 
to install an adequate yet comprehensive system, but I will not 
take up any more of your time going into these details, as I 
have presented sufficient data for you to readily perceive other 
advantages resulting therefrom. 

You have probably read of the convention that is now in 
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session at the Brown Palace Hotel, known as the Third Inter- 
national Cost Congress of Master Printers. This Cost Congress 
has in its employ experts who have made a study of the printing 
establishments throughout the country, and they have evolved a 
cost system which is being installed in practically all the print- 
ing establishments that are members of this association. The 
method of paying for the expert services is borne partly by the 
Cost Congress, and the balance by each individual member 
thereof. The Cost Congress pays for the preliminary expense 
of studying and devising this system, and the expense borne 
by the individual members is the actual cost of the installation 
of the system in their own establishments. 

This system devised by the Cost Congress is very good. 
There are two features of it that may be considered objection- 
able. One of these features is that the system is cut and dried 
and is installed without taking into account the particular re- 
quirements of each establishment. It is like buying a ready- 
made suit of a clothier: no matter how expensive such a suit 
may be, everyone knows that it was bought ready-made, because 
it does not fit properly in some respect or other. Another unde- 
sirable feature is the fact that it does not dovetail with the 
financial books as it should. This leaves open loopholes for 
errors to creep in, thereby destroying in part the value of the 
records. 

I would suggest to you gentlemen, that as an Association, you 
have an expert make a study of your respective requirements, 
and devise a system that with a few slight alterations, in order 
to suit your conditions, could be adapted by each and every 
one of you. The preliminary expense of devising a system would 
be borne by the Association as a whole, and the actual cost of 
installing the system in each of your establishments would be 
borne by you individually. 
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Municipal Revenue Accounts * 


By D. Cart Eccieston, M.E., C.P.A. 
Author of “ Keeping the City’s Accounts” 


“A statement of revenues is a record of increments of wealth to be 
used for the current support of government.” 
FrepericK A. CLEVELAND, Ph.D. 


It is to be hoped that in the near future other states will 
follow the example set by Massachusetts and provide for uni- 
form returns from cities and towns. Acts should be drafted and 
passed creating bureaus to handle the returns and publish muni- 
cipal statistics. The scope of the work undertaken should be ex- 
tended to cover returns based on revenues and expenses. The 
sooner a departure is made from statistics based only on treas- 
ury transactions the more hope there will be of obtaining effi- 
ciency records of municipal administration. 


REVENUE ACCOUNTS 


Considerable effort and money has been spent in the collec- 
tion, tabulation, and printing of statistics of cities and towns 
with the hope that they would be a guide to administrative offi- 
cers and bodies. One feature which has been insisted on by 
pioneers in the field of municipal accounting reform is that of 
uniformity. Elaborate schedules have been prepared for report- 
ing cash receipts and disbursements as shown by the treasurer’s 
books. Such exhibits, however, do not reflect conditions truly. 

The argument put forward by those in favor of the primi- 
tive system of municipal returns made in the past is that the 
business of a city is on a cash basis and therefore other than 
treasurer’s transactions are not required as a guide to admin- 
istrative efficiency. However, experience shows that the col- 
lection of a city’s revenues is in arrears from six months to two 
years so that no one who gives the matter attention can escape 
the conclusion that cash collections are an entirely different mat- 
ter from revenues. The method in vogue of preparing munici- 
pal statistics from a detailed analysis of the treasurer’s books is 








* This is the second of a series of articles on municipal accounting by Mr. Eggleston. The 
third one will be on Budget Accounts. 
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only an expedient and not a solution of the problem of how to 
make correct returns which will be a picture of the transactions 
for a period. 

COMMERCIAL PRECEDENTS 


A city is a large business enterprise, maintaining numerous 
classes of service for its citizens, for which services its revenues 
are used. The size of the budget for education, health and sani- 
tation, protection of life and property, and interest is equal in 
most cities to the expense account of a million dollar corpora- 
tion. Of all large business undertakings none are on a more 
strictly cash basis than a railroad. However, all railroad reports 
are based on revenue earnings and expenses. All are taken 
from books kept by double entry, as they are the only ones which 
exhibit the income and expenses for the same period. 

The experience of commercial houses is that if the revenues 
are equal to or are greater than the expenses it is a compara- 
tively easy matter to finance the undertaking. Every up-to-date 
house which has a double entry system analyzes its revenues and 
expenses carefully and watches the relation which one bears to 
the other but does not do the same for cash receipts and dis- 
bursements. When the former is done the latter is unneces- 
sary. What the modern merchant is doing is obviously what 
the municipal corporation should do. 


REVENUE FROM TAXES 


It is the duty of the assessor’s department to prepare tax lists 
each year. The first step is to write up the names of property 
owners in small books which are taken out for recording changes 
and improvements in real and personal property. From these 
hand books alphabetical lists are prepared showing the real, 
personal and poll taxes due from each tax payer as prescribed 
by law. Where the street watering and moth assessments are 
included on a tax payer’s bill they are also entered on the tax 
lists in columns provided for the purpose. Additions and any 
omissions are generally entered on a so-called supplementary 
list. 

The tax rate generally contains a provision for abatements 
called an overlay. This overlay is a certain per cent of the 
assessment and is set up as a reserve against the taxes receiv- 


able account. 
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REVENUE FROM LICENSES AND PERMITS 


Second in amount to the revenue received from taxes is that 
from licenses and permits. The records of the license commis- 
sion show to whom privileges have been granted and the fees 
to be paid so that the revenues from this source can easily be 
incorporated into the accounts. 


REVENUE FROM FINES AND FORFEITS 


Some revenue is received from the police court fines. There 
are also sundry receipts from contract violations and depart- 
ment penalties. 


GENERAL REVENUE CONTROLLING ACCOUNTS 


When setting municipal accounts up on the double entry sys- 
tem it is necessary to run the revenue through the accounts re- 
ceivable. This is the feature which distinguishes advanced prac- 
tice from the primitive forms generally in vogue. Controlling 
accounts are opened which will show the uncollected revenues 
by years and the reserves on abatements or overlay set up as an 
offset to them. 

When expressed in journal entry form the general revenue 
for a city of a hundred thousand population looks as follows: 


Dr. Real Estate Taxes Receivable... .. I9QII $1,250,000.00 
Personal Taxes Receivable........ IQII 400,000 . 00 
Poll Taxes Receivable............ IgII 100,000 .00 
Licenses and Permits............ 235,000.00 
Pines a0 FOCTOIB. . «wo oc ccsccss 5,000 .00 
Cr. General Revenue................ IQII $1,940,000 .00 
Reserve for Abatements..........1QII 50,000.00 


After posting the foregoing entry the general ledger accounts 
affected would appear as follows: 


REAL EstaTE TAXES RECEIVABLE, IQII 








! ! ! 
| | | | 


I9It | I911 
May 30 | General | J | 
Revenue |_| $1,250,000.00 || | | 
! 1 ! 
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PERSONAL TAXES RECEIVABLE, IQII 








IgII IQII | | 
May 30 | General 4 


| 
Revenue $400,000 . 00 | 





Po_tt TAXES RECEIVABLE, IQII 


- 








IQII IQII 














May 30 | General | J 
Revenue | $100,000.00 | 
LICENSES AND PERMITS 
I] 
IgiI | IgII | | 
May 30 | General 1 
Revenue $235,000.00 | 











FINES AND FORFEITS 








May 30 | General | J | 


| Revenue $5,000.00 | 
GENERAL REVENUE, IQII 


Son 


RESERVE FOR ABATEMENTS, IQII 


ce 


COMMERCIAL REVENUE 


IgII IQII | | 








IglI 
Sundries | J | $1,940,000. 00 


May 30 














IQII 
May 30 











Sundries | J $50,000.00 


Specific services rendered by various departments of a mu- 
nicipal corporation are generally reported to the city auditor 
on a “ Return of Charges” sheet. These show the date, name, 
classification of service rendered, and amount. These returns 
are not only for services rendered individuals but are also for 
services rendered the city by special departments. 

The street department reports assessments for new streets 
and sewers against abutters. The health department frequently 
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mantains a tuberculosis hospital so that in addition to sales of 
garbage and refuse there are charges against the state, county, 
city or individuals as the case may be. Thus it is seen how im- 
portant a feature is the reporting of charges in a municipal sys- 
tem of accounting. 

In the various departments having a commercial revenue 
there are many allowances or abatements as they are generally 
called. A society may rent the city hall for an entertainment 
and if it was given for some charitable purpose the rent is 
frequently abated. The abatements made are usually reported 
on returns in a manner similar to that used in reporting charges. 


COMMERCIAL REVENUE CONTROLLING ACCOUNTS 


When setting up the commercial revenue accounts for the 
City of Lawrence, Mass., we opened a general ledger account 
with sidewalk and sewer assessments, and also a controlling ac- 
count for department accounts receivable. An entry such as the 
following opens the commercial revenue account. 


JOURNAL, JANUARY 31, IQII 








Dr. Sidewallke Assenaments. ... 2.0... c ccc cees $7,000.00 
ee nn ek nas ee cme 8,000.00 
Department Accounts Receivable........... 5,000.00 

1 See $100.00 
e+ sh $6nsenkngenhenenas 150.00 
ER re ee Oe 10.00 
Sealing of Weights and Meas- 
akon kate dee EN 5.00 
EE eee 200.00 
SE. wen saeenwecanes 50.00 
ES . 450 scene taedabennee 1,000.00 
PS onis:s peu bbacteeenae’ 15.00 
er ree ae 3,470.00 
Co. COIN sox 5s 5 i. xn peidnsdéaeecaiesnsensoun $20,000 .00 


After posting the foregoing journal entry the general ledger 
accounts affected would appear as follows: 


SIDEWALK ASSESSMENTS 








IgII 


Jan. 31 | Commercial | J | $7,000.00 
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SEWER ASSESSMENTS 





7 1 1} dies i a, _ : 
1911 | 191 | | | 
Jan. 31 | Commercial | J | $8,000.00 || 
| Revenue | 
DEPARTMENT (CONTROLLING) ACCOUNTS RECEIVABLE 
— ————_——— ] —> ee es 
IQII ee | 
Jan. 31 | Commercial iJ] $5,000.00 || 
| Revenue 
| | | | | 
COMMERCIAL REVENUE, IQII 
| | | 19411 | | | 
|| Jan. 31 | Sundries J | $20,000.00 
i] 4 
City CLerK, AccCOUNTs RECEIVABLE 
(Subsidiary Ledger) 
I9Ir | IQIr 
Jan. 31 | Commercial | J $100.00 || 


Revenue 


Other accounts are posted in the same way to the subsidiary 
ledger from the journal. 

The accounts opened thus far on the general ledger appear 
as follows: 


TRIAL BALANCE 
Real Estate Taxes Re- 





ceivable.......... I9IIl $1,250,000.00 
Personal Taxes Receiv- 
ae — 400,000 . 00 
Poll Taxes Receivable... 1911 100,000.00 $1,750,000.00 
Less Reserve for Abate- 
ments. . - 6a eee 50,000 .00 
Total Taxes Receiv- 
SPR IQII 1,700,000 .00 
Licenses and Per- 
eee 235,000.00 
Fines and Forfeits 5,000 .00 
Sidewalk Assess- 
ments...... 7,000 .00 
Sewer Assessments 8,000.00 
Department Ac- 
counts Receivable 5,000 . 00 $1,960,000.00 
General Revenue ..1Qt! $1,940,000 .00 
Commercial Revenue... .1911 20,000 . 00 $1,960,000.00 
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The above trial balance from the books of the city auditor 
exhibits the taxes set up with the reserve for abatements de- 
ducted as is done on the New Bedford, Mass., balance sheet. 
The net taxes receivable is therefore supposed to be collectable 
and a good asset. 

The ordinances of a city generally provide that the treasurer 
make a return monthly to the auditor of all cash received show- 
ing the source of the collection. The auditor can then incor- 
porate this return into his books so as to show the true stand- 
ing of the city. 


STATEMENT OF REVENUE 


The city auditor in the City of Cambridge, Mass., publishes 
a monthly statement showing revenue receipts for the month, 
the total receipts to date, and the estimated receipts for the 
year as follows: 





|; Receipts mare Estimated 


REVENUE ACCOUNTS February, PR oy Receipts, 
"TY eceipts 1911 





Taxes, Real, Personal, Poll, ee. 
Taxes, previous years..... ae 

Corporation id ctaia cca nie 
National Bank Tax. Sr = 
Street Railway Tax........... 
Licenses . vis wale 
I «Kc. ctns cba ceeren 
PG is sae cide aveksubeee P 














Less Abate ments. and Refunds. 


Net RECEIPTs .. 








ee 














The organization of a city government determines in a large 
measure the details to be followed out in the accounting. What 
has been said regarding municipal revenue accounts is sugges- 
tive of the most modern practice followed in handling this class 
of records. 











The Development of Mercantile Instruments of 


Credit in the United States 


By JoserH J. Kiern, Px.D., C.P.A. 
Part Il 


III 


THE COoLonrIAL Periop (continued) * 


Protest of Bills 


But despite the severity of the penalties imposed for per- 
mitting bills to go to protest, many examples of such protests 
exist. Bruce cites just four causes resulting in the dishonor of 
bills. They are:—(a), the miscarriage of the cargo shipped; 
(b), unsalableness of the cargo at destination; (c), bankruptcy 
of the consignee to whom the goods were shipped; and (d), un- 
scrupulousness of some consignees. For the sake of the general 
creditof the Colony, however, it was not material to a defence that 
the protest has been occasioned through no fault of the drawer.t 

Kent and Story quote the Law Merchant regarding the 
amount of damages which may be recovered from the drawer 
or negotiator of a bill subsequently dishonored. Chief Justice 
Parsons agrees with other authorities that it is the original face 
of the bill plus such an amount for exchange, protest fees, in- 
terest and other charges as will put the holder in a sum equiv- 
alent to the amount collectable at the place and time where orig- 
inally payable. On account of the circuitousness of some money 
exchange routes, the amount recoverable from the party charge- 
able was often very much more than the original face of the bill. 
In a number of such protest cases, it was found that the secur- 
ity bonded was insufficient to meet the final amount due on the bill. 
Consequently, the Virginia Assembly passed a law fixing a pen- 
alty of thirty per cent in excess of the face of the bill to be paid 
by the drawer to the holder, even if the dishonor was unjusti- 


* Most references to sources of information have been eliminated. Those interested in 
specific points should communicate with the Author in care of THE JOURNAL. (Eb.) 

+ MacVickar, in his pamphlet re ‘ Abolishing of Damages on Protested Bills of Exchange,” 
states that this act was brought about by British influence to favor the English capitalist. 
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fied. A redeeming feature in case of innocent suffering is to 
be found in that clause of the Act which provides that the 
drawer may attach any property of the drawee’s to be found in 
the Colony, out of which to reimburse himself. These penal- 
ties were soon found to be too severe, so they were reduced to 
fifteen per cent; but whatever the amount, they were strictly 
enforced, and no waiver even by express contract to the con- 
trary was permitted. In this instance, as in the case previously 
cited, it was found necessary to enact a statute of limitation. 

No attempt has been made to canvass the field of credit in 
the South thoroughly. Such an endeavor would be the work 
of a thesis in itself. In fact, sufficient material would probably 
be found in the archives of any single state to warrant the 
choosing of such a topic for a separate dissertation. 


MARYLAND 


Though finality is not aimed at, a few additional notes re- 
garding credits in the South will be referred to, before consid- 
ering them as manifested in the North. From the Archives of 
Maryland, it is learned that an Act was passed Oct. 20, 1654, 
making recoverable “ Contracts or accompts without Specialty ” 
of more than nine months’ standing. In April, 1662, a statute 
of limitations was passed imposing a three-year term to judg- 
ments, bills, bonds and other written instruments; while in Feb- 
ruary or March of 1638 or 1639, an Act was passed providing 
for the recovery of book debts and accounts.* 

The writer wishes that he might be able to throw some light 
upon an Assembly proceeding of October, 1654, which is in- 
scribed : 

23. An Act for Discounting 


All lawful Accompts produced and proved in Court the defendants part 
shall hold play to the plfts suit for debt. And shall be Satisfactory to 
his demands, Except the said Accompt be above nine months standing. 


And, finally, an item is found regarding the requirements for 
proving a bill, bond or specialty on which an inhabitant is sued. 
It provides that viva voce evidence is necessary if the instrument 
is from England or another plantation, unless it is certified to 
by the mayor or other official from whence it came with the seal 
or other form of attest usual in such cases. 


* The statutes of other colonies contain enactments similar to those just cited. 
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THE NORTHERN PROVINCES 

There is no particular reason for subdividing the Colonies 
north of Maryland, so the balance of this dissertation, in so far 
as it deals with Colonial credits, will treat of them in all of the 
Northern Provinces as a unit. It was not until after the mid- 
dle of the 17th century that real occasion for the extensive use 
of instruments of credit should have arisen, but at this time it 
was the South which was important. It was not until after 
this period that the central and the more northern settlements 
became, at least comparatively, important. 

After some little investigation of what, at first sight, would 
appear to be source-indication works, and not being rewarded 
by any data or suggestions, the writer addressed a few in- 
quiries to investigators in the field of early Colonial monetary 
and fiscal matters. The object of the inquiry was to ascertain 
whether or not these students had come across any material 
during the process of their own labors which might prove useful 
in the present undertaking. Their replies agreed in that they 
had met with but few, if any, scattered references to bills of 
exchange. 

Continued research has revealed not very much to the writer, 
though he believes that if sufficient time could be devoted to the 
inquiry, additional material would reward him who could attend 
to the manuscripts, letters and records in the various state 
archives. Such information as has been gathered, will be pre- 
sented forthwith.* 

The earliest industry of these Northern Provinces was that 
of ship building. The colonists exported lumber, fish and live 
stock to the West Indies; here sugar was obtained in return, 
and then sold in England. Often as not, the ship never returned 
to the Colony, but was disposed of in England. Spars and tim- 
ber were sent directly to the mother country. Bolles adds that 
None of the Colonies north of Maryland ever had balances in their favor. 
The obligations could only be met by circuitous trade—with foreign 


countries, whence they derived most of their specie and remittances suit- 
able for returns to their English creditors. 


* It is enough for the purposes of this paper to know that credit instruments were employed. 
It would be interesting to resurrect some of the forms used, and it is these which the writer 
has in mind by “additional material."" It is not to be forgotten, however, that it was, and to 
some extent still is, customary for the maker or payer of a credit instrument to destroy it upon 


payment. 
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The term “ remittances” probably refers to bills of exchange, 
though it probably includes commodities like sugar and molasses. 
In this connection, Eggleston notes that the “ adventure” ships 
were usually fitted out by the town, and that instead of being 
manned by an ordinary crew of sailors, the men who sailed her 
were partners in the expedition. 

Bolles refers to the Board of Trade Inquiry of The House 
of Commons (about 1670) which states that there are no manu- 
factures in New York, New Jersey or Pennsylvania worth men- 
tioning. Whatever little did exist was for home consumption, 
so the product could not be employed to pay English debts. It 
was therefore necessary to obtain the means of settling credit 
balances due English merchants by creating debit balances else- 
where. But the Navigation Acts to which previous reference 
was made, restricted the sources of such remittance possibilities 
to a minimum. It is therefore not surprising that England 
winked at the illegal traffic with the West Indies which resulted 
in securing the means of payment to English merchants. 

An indirect indication regarding the use of bills of exchange 
in the commerce of the northern Colonies is found in various 
efforts to supply a medium of exchange. It has already been 
seen that the bill became currency because it was negotiated 
from holder to holder as the occasion arose. The earlier cases 
involving bills almost invariably refer to the fact that they were 
well endorsed. Is the fact that Massachusetts, in 1690, was the 
first Colony to issue paper money and that various projects for 
the establishing of banks with credits based on land and com- 
modities so that bank notes could be issued to be interpreted as 
showing such familiarity with bills of exchange and the advan- 
tages accruing from their use that the benefits of a non-metallic 
money were very persistently advocated? The writer is inclined 
to lean towards the affirmative of the proposition. But the 
topic must not be pursued any further as it will lead us too far 
astray. 

The earliest positive reference to a credit instrument to 
which access was obtained, occurs in the “ answer of the West 
Indian Co. to the remonstrance of New England.” * It is dated 
Jan. 25, 1650. 


* Documents relative to the Colonial History of the State of New York. O'Callaghan 
Holland Documents, No. V. 
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’Tis acknowledged that the Company is Indebted to the Deaconry, nine 
or ten hundred guilders according to the tenor of an obligation thereof 
drawn up in New Netherland Ao 1649, ——.* 

No. 34 mentions an “ obligation under his hand” as an evidence 
of debts.+ 


New YorK 


O’Callaghan in his Calendar of the Historical Manuscripts 
in the office of the Secretary of State, Albany, N. Y., catalogs 
a great number of Fort Orange Records, 1656. Among these a 
large number of “actions of debt” are noted, but the records 
themselves are not presented. A curious commentary on the trade 
of the Dutch settlers is found in an act permitting the inhabi- 
tants to employ “ Indian brokers in the Indian trade this year.” 

In Gov. Dongan’s Report, Dec. 22, 1687, the 20th caption 
is found of unusual interest. It treats of the obstructions which 
exist to Colonial (New York) trade. He deplores the fact 


that his Maty keeps not an officer at Newfoundland for formerly there 
went every year Sloops with provisions thither @ gave provisions in 
exchange for their fish who again sold them to the Shipps for Bills of 
Exchange to England which made good returns from this place pro- 
curing back from England English goods which paid his Maty cus- 
tom there. 

On page 486 of the same volume, under the caption “ Trade 
and Manufactures of the Province, 1705,” Lord Combury 
writes to Sec. Hodges that “ flower and biskett” exchange in 
the West Indies for rum, sugar, molasses, cocoa, logwood and 
piece of eight, while to Europe is sent skins, whalebone and 
whale-oil. No mention is made of bills of exchange, and the 
only indication that the West Indies trade is not barter entirely, 
is found in the fact that pieces of eight are also brought back. 

Cadwallder Colden throws additional light upon our subject 
in his comments on New York trade in 1723. He states that the 
exports to the Barbadoes result in a return of rum, sugar and 
molasses, while the balance is settled by drawing bills of ex- 
change in favor of England. That the Colonists had a well- 
developed taste for the wine of Madeira is made clear by the 
fact that he says they “ consume so much wine” that “ bills of 
exchange for London” must be met for the balance. There is 


* This passage is found in answer No. 16. 
t The references in 5 and here probably mean promissory notes or bonds, quite surely not 


bills. 
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also considerable trade with South America, and the balance in 
our favor is settled by a payment of Spanish money. 

The Colonial Laws of New York afford some index to the 
kind of commerce and trade the inhabitants were interested in, 
by reproducing the legislative enactments during the early peri- 
ods. The Duke of York’s laws, 1665-1675, affirm the assignee’s 
right when “due upon bill or other Speciality—Provided said 
Assynment be made upon the Back Side of the bill or Spe- 
ciallity.” Volume V, of the laws, under date of Jan. 27, 1770, 
specifically incorporates 3 and 4 Anne so as to “ extend it to the 
Plantations.” * This last Act can leave no doubt that bills and 
probably notes, as well, were of some general currency in New 
York. But if one should still hesitate to accept the conclusion 
that notes were employed in the Colony, an Act of March 8, 
1773, would dispel the doubt. It made “ assignable or endorsa- 
ble” all notes, and at the same time imposed a six year limita- 
tion clause. This last legislation, of course, brings the laws 
down to the brink of the Statehood period. 


PENNSYLVANIA 


The Pennsylvania Archives also afford some interesting ma- 
terial. In Vol. I, of the Papers of the Governors, there is a 
note from Gov. Patrick Gordon, addressed to the Assembly 
regarding some proposed legislation. It refers to a bill to make 
easier the collection of small debts. He argues that a reform in 
this matter is badly needed, but that the bill in question does 
not meet the requirements of the situation sufficiently well. 
About this time, too, there’ was passed an Act modeled after the 
20th section of “the laws agreed upon in England” for the 
Colony. 

It provided that in order 


To prevent frauds and vexatious suits—all bills, bonds t and specialties 
have five pounds, and not under three months, made in the said province, 
shall be enrolled or registered in the public enrollment office of the said 
province within the space of two months next after the making thereof, 
else to be void in law. 





* Public Laws of So. Car. (Grimke): 93, shows that South Carolina had incorporated 3 
and 4 Anne as early as 1712. 

¢ The term bond may mean a note for such use is classical cf. ‘‘ Merchant of Venice.” 
‘‘Go with me to a notary, seal me there your single bond.” 3: 146. 
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The fact that early reports of cases were not kept has already 
been alluded to. Among the few early decisions which have 
been handed down are those of A. J. Dallas, recording a few 
trials held in Pennsylvania Courts from 1754 until some years 
after the Revolution. His reports are by no means complete, 
so that the absence in them of much reference to cases involv- 
ing bills and notes must not be made the basis of any general 
conclusion. In the April term, 1760, the case of Stevenson v. 
Pemberton was argued. It was a case of attachment involving 
bills drawn by C. of the West Indies in favor of P., the cred- 
itor, but on whom it is not stated. P. solicited C. for secur- 
ity as the “ note” had gone to protest. Complying with the re- 
quest, C. consigned some rum to P. at Philadelphia, to be sold 
by the latter and the proceeds applied to the payment of the 
bill. The next case is even more interesting from one point of 
view, as it clearly shows that the Court was ready to recognize 
the custom or usages of merchants in deciding on the merits 
of an issue presented to them for adjudication. The title of 
the case was Riche and Richards v. Broadfield, and it was tried 
during the April term, 1768. It effected the evidence necessary 
to prove the correctness of “an account of sales of an Adven- 
ture shipt to New York.” According to an Act of Parliament 
regarding debts in England, the city seal was required to prove 
the authenticity and correctness of such papers. The Court 
ruled in favor of such papers as valid even without the seal, 
because the custom of merchants sanctioned the use of similar 
papers without sealing. 

The last decision to be here referred to takes us right out 
of the Colonial period for it was handed down during the April 
term, 1776. In the case of Steiner v. Fell, the question of ne- 
gotiability of a bond arose. The Court held that it was negoti- 
able according to 3 and 4 Anne, from which it is to be inferred 
that the statute had been applied in this Province before. 

Trumbull, Felt, Davis and many others, in volumes of their 
own as well as in the records of the proceedings of various 
historical societies, have, it would appear, quite thoroughly can- 
vassed the material available to the research worker. It is true 
that none of them, except perhaps Felt, sought material 
directly bearing upon the subject matter of this inquiry. Never- 
theless, if much of the information desired by the present writer 
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had been found, it would undoubtedly have shown itself in more 
specific references to the conditions of trade and commerce indi- 
cated by such data. Though no serious effort was made to cover 
the ground made so much their own by the great names referred 
to, some work along these lines was done, and as before pointed 
out in other connections, the little which was found should serve 
to whet the appetite of other workers in the field. 


MASSACHUSETTS 


On May 13, 1629, at a meeting of the Provincial Governor 
and Company of the Massachusetts Bay in New England, it 
was decided that inasmuch as the General Court required £1500 
“ for discharging of debts and bills,” that the members be called 
upon to subscribe to such a loan for various lengths of time. 
And it is ordered, that the comon seale of the Company be given to 
them, & all others that will lend, for repaymt whereof at such tyme as 
they shall desire the same./ 

This quotation deserves more than casual reference. It has 
been repeatedly asserted that the first bills of credit issued in 
the Colonies were those of Massachusetts in 1690. Is it possible 
that the “comon seale” referred to in the above quotation is 
a real bill of credit? The writer could not find sufficient war- 
rant for asserting the affirmative of the proposition, but it is 
patent that a very interesting issue is here raised. It is also 
to be remembered that bill and invoice were not synonymous 
terms. Thus, it is quite probable that this passage also contains 
the earliest reference on this continent to the use of bills of 
exchange. 

In the next year, 1630, an Act to record court judgments, 
together with the evidence in the cases, was passed. These rec- 
ords were “to be kept to posterity.” 

The straits in which the Colony found itself is shown by 
the law of March 30, 1631, which prohibited money or beaver 
to be taken back to England without permission of the Court 
under penalty of forfeiture. This law was reenacted Aug. 
22, 1654, permitting, however, the taking out of twenty shillings 
for necessary expenses. 

An Act of Aug. 16, 1631, permitted bills of exchange to be 
assigned. 
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On June 14, 1642, it was enacted to establish a court where 
“all actions of debt & account” must be brought. 

The next item to attract our attention is an evident pay- 
ment or acceptance of a bill for honor. It appears that a certain 
“Mr. Lead” had dishonored a bill drawn in England on him. 
The action was taken “ for honor of the Court.” Unfortunately, 
no particulars regarding the bill are given. 

But just before, it had been decided that certain restrictions 
regarding the payment of interest were not applicable to bills of 
exchange. 

The apparent readiness of the Colony to abide by the Acts 
of Parliament, even when against their best interests, is shown 
by the Act of May 22, 1651, wherein the Assembly specifically 
orders compliance with the English Navigation Act of 1650, for- 
bidding direct trade with Barbadoes, Virginia, Bermuda and 
Antego. It is almost needless to note that the Act was more 
observed in the breach than in the performance thereof. 

The first statute of limitation that came to our notice was 
the one of May 19, 1669. It provided that “ book debts’ must 
be sued on within three years, unless the creditor signs the same 
(thus becoming an account stated) or it is similarly witnessed, 
or else it be “ assured by specialty given for it.” This Act was 
amended, May 15, 1672, on account of the difficulty of effecting 
collections within three years, so that the statute became one of 
limitation for six years. 

Sometime in 1679, a case was appealed on an action in which 
an attachment had been served on the drawer who had in his 
possession some money reserved for the payment of a bill of 
exchange about due. 

The Diary of Samuel Sewell, kept from 1674 to 1729, is re- 
plete with interesting data concerning the period covered. 
Though he was a public man who played a large and influential 
part in the Colony, and though his memoranda deal with ques- 
tions just on the borderland of the topics included in this in- 
vestigation, hardly anything is found suitable for our purposes. 
He treats matters affecting the public finances, of course, but 
only in a single instance does he contribute anything appropri- 
able by us. 

He refers to an Act “to prevent the oppression of debtors ” 
on account of the scarcity of money. For this reason, it was 
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ordained that all debts incurred between Oct. 30, 1705, and Oct. 
30, 1715 (10 years) “ specialties and express contracts in writ- 
ing always excepted,” may be “ paid in good and lawful bills of 
credit of this province.” This was practically a legal tender act. 

Helen E. Smith writes very entertainingly regarding mat- 
ters immediately prior to the Revolution in Colonial Days and 
Ways. She tells how the state bonds of Connecticut, issued to 
help along the War, were disposed of not for gold or silver, but 
for “neat cattle” or for other provisions and supplies. She 
holds these transactions to be an extension of the then prevail- 
ing system of barter. About this same time, a Dr. Smith bor- 
rowed “ upon his personal note—£3330” with which to buy one 
of the £5000 bonds issued by the Colony. 


FACTORS AND CREDIT 


While tracing the development of credit in the South, we 
have had occasion to refer to the activities of factors. This 
class of commission merchant, except in rare instances where 
the planter disposed of his crop directly, was the intermediary 
between the English merchant and the Southern grower. It 
was not long, however, before the planter found that he re- 
quired advances pending the gathering of his crops. Very nat- 
urally, indeed, the factors in the port cities stepped into the 
breach. It was as an outgrowth of such debtor and creditor 
relations that the system arose of bonding the growing crop for 
repayment of loans. 

Not only were the crops anticipated by money advances, but 
slaves and supplies were also purchased on credit. As was re- 
marked elsewhere, the inception of a general credit system in 
the South is found in the excessive supplies which were offered 
for sale one year when the demand for such goods had already 
been satisfied. A full year’s forced credit resulted, and the giv- 
ing of such credit continued afterwards. 

The security given for repayment of loans made to the Col- 
onists of the South was not based on land. It would be sur- 
prising were it otherwise, because virgin soil, in the abundance 
in which it was available, is hardly a desirable pledge. The 
negro slaves, the personal property and the crops were found 
much more suitable for such credit purposes. 


431 








The Journal of Accountancy 


BANKING IN RELATION TO COLONIAL CREDIT 


Though the Colonists were more or less familiar with bank- 
ing, knowing, as they did, the experiences of England and prob- 
ably of France, they were not very happy in their early efforts 
to establish such institutions among themselves. Included in the 
presentation of Colonial credits, is a number of references to 
banks. Bullock tells us that the 17th and early 18th century 
understanding of a bank was a heap or pile of money. Indeed, 
the main purpose for which money institutions were to be 
founded, was to supply a currency for daily use. Woodbridge’s 
scheme, Budd’s project, the great land bank move or the later 
merchant’s note proposal need not detain us now. They all 
serve to illustrate the point that banking schemes centered 
around proposals to issue currency. 

Private banking, as we now know, was a means of provid- 
ing bank bills which, in every case, depreciated rapidly. They 
appear to have loaned on real estate security, but no evidence 
was found by the writer tending to show that discounting of 
bills of exchange or promissory notes was a part of their usual 
functions. We are disinclined to argue that there were no paper 
discounts, for it may be a mere coincidental lapse of careless- 
ness on the part of the chroniclers whose writings were examined 
that none were recorded. Yet, almost as soon as the birth of 
the Nation was foreshadowed, Robert Morris, as shall be shown 
later, proposed a bank which should include, among its activ- 
ities, that of discounting.* 

An explanation of the non-use of the discount operation is 
in order. The issue by Massachusetts of bills of credit in 1690, 
which proved contagious, did away with the necessity for pri- 
vate banks. We know that none of them were sound basically. 
It is possible that banks did not have any standing for a number 
of years prior to the Revolution, so that the fact that such in- 
stitutions are not mentioned is not strange. When banks came 
to be established again, the Bank of England was the model. 
But this subject takes us into the next section, where it may be 
treated of more appropriately than here. 


* Lewis: 2, declares that the colonies, through their loan offices, were ready to advance 
bills of credit on real and personal security, but that such activities were not of frequent oc- 
currence. 
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SUMMARY 


The foregoing account of credit and credit instruments in 
the Colonies has served to make clear the fact that credit rela- 
tions between the Colonists themselves and between the Colo- 
nists and England and other states existed. 

Unfortunately, the details regarding these relationships are 
not as full as we should like to have them, but enough material 
exists to warrant the conclusion that bills and notes played an 
important part from the commencement of the period. 

Material has also been presented to show that book accounts 
were employed as evidences of debt and that borrowing in vari- 
ous forms was also resorted to. 

The beginning was evidently laid for the advances upon fu- 
ture crops which played so important a part in the finances of 
the later periods. 

Nevertheless, our knowledge regarding the subject matter of 
this period in so far as it applies to the Colonies is unsatisfac- 
tory. It has been pointed out that the reason for the deficiency 
of material was due to the absence of records, especially those 
relating to law cases and the incompleteness of such records as 
did exist; to the insufficiency of previous researches in this field 
and to the lack of general interest of writers in commercial re- 
lations and activities. 

One conclusion forced upon the investigator, is the absence 
of any of that specialization in trade or commerce which is 
such a distinguishing feature of the corresponding twentieth 
century activity. 

The next division of this paper will treat of the subsequent 
development of the subject as revealed under National existence. 


IV 
THE First NATIONAL PERIOD 
1776-1860 


The period to be covered by this section is so long, and the 
material to present is so extensive, that it has been deemed ad- 
visable to arrange it topically, limiting the divisions to as few 
in number as possible, and tabulating the contents of each sec- 
tion, for the most part, chronologically. 
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It has been shown in the last section that during the Colonial 
period there are found the beginnings of nearly all that we are 
now familiar with as the concomitants of a credit system in- 
volving the use of instruments of credit. Notes and bills were 
generally employed; the bills undoubtedly being the more im- 
portant. It would be illogical to suppose that the War would 
result in an abandonment of the old customs and usages; eco- 
nomic changes are not wrought so suddenly. The years immedi- 
ately succeeding the struggle for political independence did not 
differ materially, so far as business was concerned, from those 
which had just preceded it. 

The sources of information for this second epoch are much 
more abundant than for the preceding one. Not only have we 
the law reports, but also the newspapers,* and somewhat later 
the periodicals. But though so much more material is available, 
this second division of the thesis proper will not necessarily be 
of undue length, because much of what is indicated as the usage 
of the time, is already familiar to us. 


THE FUNCTIONS AND OPERATIONS OF BANKS IN RELATION TO 
CREDIT 


It is not the purpose of this thesis to investigate the subject 
of banking. But inasmuch as the banks are the chief media for 
the raising of funds and the negotiating of credit instruments, 
it is necessary to treat of them as related to these functions and 
activities. 

We are fortunate in being able to present the knowledge of 
banking and the functions of banks existing as early as 1786, 
because of the information contained in the pamphlet published 
“by a Citizen of Philadelphia” in that year, and entitled “ Es- 
say on Credit.” Among the advantages of the Bank of North 
America which he recognizes are the ability to “ take bank credit 
and draw checks on the bank.” He also knows that the bank 
“could accomodate their [depositors] with discounts or loans 
on interest.” Though the Bank of North America had been 
organized in 1781 by Robert Morris to aid Washington in his 
War finances, and though the earlier Colonial banks had been 


* The advertisements, rather than the news items, are the valuable contributions of the 
early papers. See ‘One Hundred Years of the Hartford Bank": 24-25. 
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mere note issuing enterprises (in the main), it is evident from 
the quotation just cited that the functions of a commercial bank 
were appreciated as early as 1786. We are keenly chagrined to 
learn that “ moneyed men used to lend on interest,” without be- 
ing told the kind of security that was exacted; we are also dis- 
appointed to read that there is “ danger to lend in the old way,” 
without having the old way indicated. He concludes, for our 
purposes, by stating that “any man in the country who has 
credit enough in town to get a good endorser can have money out 
of the bank.” In reading the remarks of this Philadelphian, one 
scarcely realizes that the “ Citizen ” speaks from a period of over 
a century and a quarter ago. 

Even earlier we recognize proper discernment on the part 
of business men regarding what might be termed the modern 
banking functions. The discounts permitted by the original Con- 
stitution of the Bank of New York shows that no bills or notes 
were to be discounted which had more than thirty days to run, 
and that renewals were positively prohibited. There was some 
increase in the length of time permitted on paper by 1812, for 
it was then common to make loans for 63 days. Continued de- 
mand for lengthened credit shows itself in the fact that notes 
from four to six months became common. Raguet ascribes the 
panic of 1837 to this increase in credit terms, while Sumner re- 
gards it as a contributing cause. 

Change sufficiently important to cause comment is not found 
for many years, but by 1850 it is clearly pointed out in the 
“ Banker’s Commonplace Book” that the loans made by the city 
banks were usually for shorter periods than the corresponding 
ones of country banks, but that whereas the former did not 
usually lend unless on the security of more than one person, the 
latter insisted upon at least two endorsers. 

No better summary of current knowledge regarding the func- 
tions of banks before 1800 is obtainable than that presented by 
Alexander Hamilton in his report on the Bank of the United 
States. He said: 


Every loan which a bank makes is, in the first shape, a credit given 
to the borrower on its books, the amount of which it stands ready to 
pay, either in its own notes, or in gold or silver, at his option. But, in 
a great number of cases, no actual payment is made in either. The 
borrower, frequently, by a check or order, transfers his credit to some 
other person, to whom he has a payment to make; who, in his turn, is 
as often content with a similar credit, because he is satisfied that he 
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can, whenever he pleases, either convert it into cash, or pass it to some 
other hand, as an equivalent for it. And in this manner the credit keeps 
circulating, performing in every stage the office of money, till it is ex- 
tinguished by some person who has a payment to make to the bank, to an 
equal or greater amount. Thus large sums are lent and paid, frequently 
— a variety of hands, without the intervention of a single piece 
of coin. 


It is wrong to conclude that because of the very conservative 
statements made regarding the functions of banks in these early 
days that bankers, any more than now, trod the straight and 
narrow path. The old Massachusetts Bank of Boston was com- 
pelled to stop discounting for a period of six or eight weeks be- 
cause a son of the president and two other men had been per- 
mitted to draw out all the funds for the purpose of New York 
speculation. 

Not only do we find misuse of bank funds thus deviated 
from their true credit purposes, but we find that favoritism in 
the matter of loans was also resorted to. Mr. Thomas, for in- 
stance, started the Planters’ and Mechanics’ Bank (Hartford?) 
because his friend “ Freneau, Director of the State Bank and 
endorser of my paper” had refused to accept another of his 
notes of $500.00, after discounting three other such notes which 
were not yet due. This incident quite clearly indicates that it 
was customary for directors of banks to look after their friends, 
that endorsing of notes was customary, and, of course, that 
promissory notes were employed as instruments of credit where- 
with to obtain funds. 

Other practices hardly to be commended are found. A 
writer in “ Niles’ Register” for July 6, 1839, deplores the activity 
of certain cotton speculators. He furnishes an example which, 
stated concretely, is that A & B draw on each other for a 
number of bales of cotton. The bill is discounted, and with the 
proceeds cotton is bought in the hope of being able to realize a 
profit before the paper matures. Should the price fall, however, 
the result is evident. This writer strongly objects to a continu- 
ance of such practices, and fears the result if not stopped at once. 

Many additional items might be presented to show that dis- 
counting of bills and notes was, as now, one of the most impor- 
tant functions of banks. As is shown in the section on banking 
for the Colonial period, many of the advances were made for 
agricultural purposes; here we find that loans were made for 
manufacturing and industrial purposes, as well. For instance, 
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one of the largest of the early loans.made by the Bank of New 
York was to a manufacturing company of Paterson, N. J., to 
build factories. The $10,000 which was lent was secured by a 
pledge of United States bonds and the interest fixed at 5 per cent. 
An investigation of the affairs of the State Bank of Illinois 
showed that some of its loans were made so as to furnish work- 
ing capital to the makers of a note who wished to purchase pork. 
Much earlier, indeed, was the value of banks in connection 
with the furnishing of business capital appreciated. When the 
Bank of the United States was established, many communities 
clamored for the establishment of branches, so that they might 
avail themselves of the credit facilities which would result. 
Such an instance is shown by the action of the citizens of Cin- 
cinnati who petitioned for a branch of the Bank in 1816. 


BANKING STATISTICS 


Knox makes it clear that any attempt to present banking 
statistics prior to 1832 is quite futile. A scientific investigation 
of the percentages of loans made upon various kinds of paper 
has also been impossible for many years thereafter because of 
the absence of any reliable data. 

A rather complete report made by the State Bank of Illinois 
to the General Assembly Dec. 9, 1839, may be employed as a 
basis in this connection.’ Among the assets are found: 


ee ee kc cictedectoan $2,756,000.00 
Bes OC TE. 6. 6c co ccteees 794,000.00 
Loans on Real Estate............ 442,000.00 


The relative percentage might be computed, but would serve no 
purpose at this stage. 

The 1814 statement of the Bank of Columbia, for instance, 
makes no attempt to separate the items included in loans. 

A portion of the assets of the Bank of the United States, 
Sept., 1819, were as follows: 


Bills Discounted, viz., 


on personal security....... $21,226,128.56 
on personal security 
and funded debt....... 229,024.00 
on personal security and 
eee 7,937,515.83 $29,392,668.39 
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Bills of Exchange 
PE: vase seOebiucened¥aeans 138,470.66 
EE bic axed euebwnuewkas 1,375,087.86 1,513,558.52 


Modern bank statements (in the U. S., of course) do not show 
any bills of exchange in this way. Indeed, as will be pointed out 
in the concluding section of this paper, bills are practically un- 
known at present. One of the self-assigned tasks of the writer 
is to endeavor to account for the practical disappearance of the 
inland bill of exchange form domestic commerce. For this rea- 
son, it is well to notice that the item of domestic exchange in 
the foregoing comprises over four per cent of the total of paper 
owned by the Bank. The percentage would probably be in- 
creased were it possible to ascertain what portion of the bills 
discounted were not promissory notes. 


More GENERAL CREDIT 


We have already pointed out that favoritism in bank loans was 
not unknown. Some improvement is found in the resolution of 
the Directors of the Jersey Bank, which appeared in the “ Com- 
mercial Advertiser,” May 9, 1801, to the effect that “ discounts 
will be done Tuesday and Friday of each week. Notes 
intended for discount must be enclosed under a sealed cover.” 
We are safe in concluding that it was customary for the Board 
of Directors to pass upon requests for discounts and that the 
provision for sealing was evidently intended to do away with 
favoritism in dealing with applicants for discount. Too much 
reliance must not be placed upon such individual items, however, 
because it is very easy to present specific instances showing the 
contrary practice. Thus the Bank of Illinois, already alluded to, 
was found to be the possessor of $70,000.00 of acceptances of 
a single Boston firm at the time of its investigation in 1840. 

The Bank of the United States very early in its career es- 
tablished Offices of Discount, and provided that there was to be 
no discount upon personal security without two responsible names. 
In the case of security consisting of United States bonds or 
other acceptable stock collateral, one name was deemed sufficient. 
No accommodation note was to be discounted unless accompanied 
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by suitable stock collateral, though some modification was made 
in this requirement later. 

Over-drafts, fraudulent in nature, occurred more frequently 
than might be expected. The failure of the Franklin Bank 
showed that “ drafts of the Late General Jacob Brown on Henry 
Eckford, dated in 1819” were still due to the bank after twelve 
years. Stock-holders of certain banks, as already shown, made 
provision against such possibility by rigidly defining the loan and 
discount terms of their institutions. The Suffolk Bank which 
did so much to place the banking credit of New England upon 
a sound basis, contained in its original charter, (1818), a proviso 
that one-tenth of its funds were to be loaned to the citizens of 
Boston engaged in manufacturing and agriculture. This shows 
clearly that some of its funds were to be held intact for indus- 
trial purposes. Furthermore, we read that loans from $100.00 
to $500.00 were to be made on mortgage security. This Institu- 
tion began business by discounting commercial paper. 


FAILURES 


The drafts of General Brown helped to bring about the fail- 
ure of the Franklin Bank. Another potent cause of bank failures 
was the method employed to create banking capital. The excuse 
for presenting this item here, is the obvious relation which exists 
between poor banking and commercial credit. 

At the time of the failure of the Bank of Missouri, its capi- 
tal was stated to be $210,000.00, of which the Directors had paid 
in stock notes $108,795.00. At the time of the failure the direc- 
tors owed as follows: 


On stock notes............ $108,795.00 
oF err 79,509.00 
On personal security...... 60,075.00 
AS GHEROOD, 0.053 0s cuccans 37,310.00 a total of $285,869.00 


It is possible that early bank failures, besides being due to 
a matter here quite irrelevant, viz: over issue of bank notes were 
due to the fact that discounted notes were so frequently re- 
newed. A number of such instances is found among the items 
bearing upon the failure of the Bank of Maryland. 
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SPECULATION 


The banks of Boston, December, 1821, were reported to have 
raised their interest rates from 5 per cent back again to 6 per 
cent. The reason given for this action was that the money 
lenders and capitalists borrowed their funds and used them 
for speculation. The National banks are often blamed for lend- 
ing their idle funds on call, thus leading to over-speculation and 
panics. That this criticism is not a modern product is shown 
by certain similar observances regarding a Wall Street flurry 
which occurred May 11th, 1822. The Editor of the “ Register ” 
attributes the cause to certain persons who had borrowed large 
sums of money on the security of United States bonds and to 
the fact that the regular brokers and other money dealers were 
over-speculating. As has often been noted before, there is so 
much ambiguity about the colloquialisms employed, that one does 
not know in this particular instance whether note brokers or 
stock brokers, or both, are meant. 


BANK DIscouNTS 


From about 1820 on, references occurred so frequently to the 
discounting of notes by banks that the institution may be re- 
garded so firmly established as to require very little further no- 
tice on our part. The banks of Baltimore, for instance, had 
Eastern fund in such great access that they refused to discount 
notes unless the owners would take checks on Philadelphia. Un- 
til this time customers were favored by receiving such checks 
for their net proceeds. It is to be noticed that instead of receiv- 
ing a credit on the bank’s books for the result of the discount, 
“ checks” were given. It would be superfluous to point out the 
difference between this practice and the one which prevails at 
present. 


FurRTHER BANKING ACTIVITIES 


Until 1825, it was customary for the Bank of the United 
States to discount notes payable on the stop only, but if in order 
to accommodate the applicant, it discounted a “ bill,” payable at 
a distance, it was done without any exchange profit. Later the 
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bank began the business of buying and selling inland exchange 
upon the points at which it conducted branches. 

In another caption, frequent mention will be made of men 
who effected collection on various credit instruments. Banks, 
too, seem to have begun this practice as one is lead to judge from 
the pamphlet addressed “to the Stockholders of the Bank of 
the United States.” It is dated from the Office of Discount and 
Deposit, Washington, August 26, 1825, and is in answer to the 
charge of 


Not sending to New York for acceptance and payment a draft 
of Mr. W. on Mr. C. Smith (the one a drawer and the other 
an endorser) which had been discounted by the exchange board 
of this office for the use of the Farmers’ and Mechanics’ Bank 
of Georgetown. 


This transaction bears all the ear-marks of a rediscounting-oper- 
ation. 

Regardless of what has been stated, it is not to be assumed 
that the principal activities of the commercial banks were other 
than along the lines of discounting bills and notes. We may 
quote the authority of such an able recorder as Albert Gallatin, 
who, referring to the American banks in full operation in 1831, 
states that their credit consisted of discounted bills of exchange 
and notes. It is evident that the exchange of bank credit for 
private credit was relatively as important then as it is now. We 
might contrast the statement of Gallatin with that of Kelly, who 
referred to the fact that most of the English inland and foreign 
exchanges were effected by bills of exchange which passed freely 
from hand to hand until due, like any other circulating medium. 
Kelly was cited by an American, (Goddard, in “History of 
Banks ’’), in a way to lead the investigator to believe that the 
methods of England were also prevalent in America. 

But the fact that note issues by banks were less restricted 
here than abroad, may perhaps account for the fact that a 
bill and note was much more akin to currency in England than 
among ourselves. 


BANKING OPERATIONS 1835 


A review of banking operations per se, and in relation to mer- 
cantile credit, is furnished by William A. Gouge in his well- 
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known history of paper money. It was customary for the banks 
to give credit on their own books and to transfer this credit to 
another person upon request. They also made it a business to 
buy and sell bills of exchange. A reliable indication of the use 
to which bank checks had attained, is found in his statement that 
the bank credits are equivalent to cash because, “ the bank check 
goes as far as the bank note.” The fact that the banks dis- 
counted such a volume of bills and notes is the reason to which 
he ascribes the fact that lending on bonds, i.e., on real estate 
mortgages, had practically ceased. 


FOREIGN CREDITS 


“ Necessity is the mother of invention.” This is seen to 
be true in banking circles as well as elsewhere when we rightly 
interpret some of the methods which grew out of the panic of 
1837. This crisis was not without influence upon credit, for con- 
fidence had been rudely shaken. It is stated that American bills 
without an English endorsement on them were found to be in- 
creasingly difficult to negotiate in England. The North Ameri- 
can Trust & Banking Co. attempted to overcome this difficulty 
in negotiation in a very ingenious manner. The Directors ar- 
ranged to issue ten and eleven month post notes * in exchange 
for bills discounted. Arrangements were completed with Eng- 
lish institutions to discount the post notes which were more ac- 
ceptable than private paper. For a short time the scheme pros- 
pered, but on account of the unbusinesslike practices involved, 
it soon fell through, and the bubble burst. Similar schemes of 
finances were organized to secure French funds and funds based 
on East India credits. 


BANKING OPERATIONS DIFFERENTIATED 


It has been pointed out elsewhere that the early Colonial 
banks were banks of circulation primarily. By the beginning 
of the first National period commercial banks had begun to make 
themselves felt. Circulation as an indispensable concomitant of 
banking operations continued up to the passage of the National 
Banking Act. 


* According to White: 295, post-notes were notes issued by banks during the first quarter 
of the century, payable at some future time, with or without interest. 
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By the end of the 30’s, banks of circulation and banks of 
discount became recognized as distinct organizations, although 
both banks might be found co-existent. A bank of discount was 
regarded as “an institution possessing a capital in money, which 
the proprietors lend to merchants and to others by discounting 
acceptances and promissory notes.” A bank of circulation is re- 
garded as one which lends its credit in the form of bank notes 
or book credits to private persons in exchange for their promis- 
sory notes. 

It is well to observe that as a result of the understanding of 
a discounting institution, a marked change is detected in the 
manner of bank capitalization; formerly land and stock banks 
were advocated, but Raguet had come to realize that the banks 
of circulation played an important part in the creation of funds. 
As a corollary, it may be noted that we are on the threshold of 
an explanation for the lack of currency of domestic bills and 
notes. Why should they be circulated when bank notes could be 
obtained so easily, and when bank checks were becoming such 
familiar instruments? 


PROFITS OF BANKS 


We have already pointed out the fact that this chapter on 
banking operations is relevant solely because of the relation which 
banks bear to mercantile credit. Some light is thrown upon this 
relation by a summary taken from Raguet and herewith pre- 
sented, showing various means taken by banks to augment their 
dividends. Many banks required the borrower to leave a por- 
tion of his net proceeds untouched. The effect of this provision 
is evident; it means that not all the funds raised is available for 
the purpose intended. Present day bankers would not, of course, 
sympathize with this criticism of the practice. Though against 
the law of the State of New York, many banks in other states 
issued thirty and sixty day post notes for the amount of the 
proceeds, excusing this procedure on the ground that it was safer 
to remit post notes than ordinary bank notes. This constitutes 
the second mode of increasing the bank revenue. The third 
way consists of insisting that the notes of the bank which are 
issued to the borrower be not put into circtilation immediately, 
or not paid out in the neighborhood of the issuing institution. 
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The next practice is indefensible. It consists of paying the bor- 
rower in notes of a distant bank which circulate at a discount 
at the place where paid out, and then, in some instances, repur- 
chasing these same notes at once. As a fifth means, there is 
the discounting of inland bills of exchange, and exacting an ex- 
orbitant rate for the collection of them. 

The others may be grouped. They deal with the drawing of 
fictitious bills on distant places so that the bank lending the 
money may have an excuse for the charging of collection, and 
the discounting of notes through brokers so as to exact double 
interest rates under pretense of paying a large fee (mot interest) 
to the broker. 


Earty BANKs Not EXCHANGE CENTERS 

The absence of specialized centers for the dealing in credits 
and exchange, despite the existence of the banks, is still appar- 
ent. An incidental confirmation is found in the reported con- 
versation between two business men. It appears that one of 
them, desiring exchange on England, came across an advertise- 
ment offering to sell just such a bill. Before buying it, he con- 
sulted his friend about its probable goodness. 


FURTHER BANKING STATISTICS 


An official document of the Treasury Department of North 
Carolina, 1857, will serve to indicate the items composing the 
loans of the banks of that state, and of the other banks of the 
South. Among the bills of exchange owned by the Bank of 
Fayetteville are some drawn on New York, Baltimore, Wilming- 
ton, N. C., Philadelphia and Georgetown, S. C. But it is im- 
portant to note that whereas the total of the bills of exchange 
is $134,000.00, that of the notes discounted is $647,000.00 or 
about five times as great. For some reason or other, promis- 
sory notes appear to predominate. Some explanation of this 
fact is due, but we are not yet ready for the task. The other 
banks whose statements are shown, also exhibit a similar ratio 
between bills and notes. 


SUMMARY OF BANKING OPERATIONS 


J. S. Gibbons wrote a book very clearly describing the de- 
tailed operations of New York banks between 1857 and 1858. 
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The Development of Mercantile Instruments of Credit 


A careful reading of this work, “ Banks of New York and the 
Clearing House,” shows that the author was thoroughly familiar 
with the subject treated of, so that we may feel safe in accept- 
ing any of his statements as authoritative. By this time the 
banks had come to look askance upon accommodation paper of- 
fered for discount, while a “ certain New York bank” made it 
a practice not to receive any note unless it had one good name 
besides that of the endorser. Single name (personal) notes were 
also employed as a basis for loans, but only when other notes 
were left as collateral. This last feature was equivalent to an 
endorsement on the first note. Other personal notes were con- 
sidered for discount when secured by a deposit of railroad or 
other acceptable stock. 

Something akin to the “ cash credits” of the Scotch banking 
system is detected in the desire of a depositor to have a draft 
discounted, “ against which to draw during the coming month.” 
The banks kept a private record of the activities of their custo- 
mers so as to be able to pass judgment upon their offerings which 
are entered in an offering book similar to those employed at 
present. An indication that the credit agencies were not alto- 
gether, if at all, relied upon by the banks, is found in the prac- 
tice of looking up the makers of notes by correspondence. 

Call loans were made only with the idle money of the banks, 
while a sort of quasi loan is detected in the custom of certifying 
checks before deposits have been made. The panic caused a 
contraction of all loans, so that the regular discount of customers’ 
paper ceased entirely. Though six and eight month notes were 
discounted by the banks in New York, they were not taken for 
discount until within two or three months of their maturity, but 
if they were offered as collateral security to personal notes of 
shorter duration, they would be so accepted. Accommodation 
paper was absolutely frowned upon. 


CREDIT AS ILLUSTRATED BY BusINESS METHODS 


We shall attempt in this division of the National period to 
present such items as will indicate the credit development of the 
times as illustrated by the customs of merchants. No extended 
subdivisions will be introduced, as it is contemplated to employ 
the historical method to a greater extent than hitherto. 
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“ The Federal Gazette & Philadelphia Daily Advertiser” is 
_the first of the newspapers which will contribute to this writing. 
The issue of July 15, 1793, contains a furniture advertisement, 
offering goods “ for cash or at a short credit.”” Another adver- 
tisement, dated Dec. 2, of the same year, announces a sale of a 
“brig and materials” on “approved notes at 60, 90 and 120 
days Another notice in the “ Supplement” of the same 
date offers groceries and wine “ for cash, and at a short credit.” 
The extent of a “ short credit” is not given, and at this stage no 
inference may yet be drawn. Another offer in the same paper 
shows that the giving of credit was by no means universal, be- 
cause dry goods are “for sale on very low terms, for cash.” 

On Dec. 11th, 1793, a wholesale dealer’s dry goods may be 
bought “ for cash or bills.” At this time there was evidently no 
general understanding of the notion of general credit or sales 
terms in various lines of business, because it is seen that mer- 
chants were wont to state that their individual terms were such 
and such. 

We find that a Hardware and Crockery House wished to 
dispose of its wares “on very accommodating terms,” according 
to a notice in the “ Commercial Advertiser” of Jan. 6, 1808. 

A curious miscellany might well be presented here. It deals 
with an advertisement for dry goods, offering to pay for them 
$3,000.00 in cash and $3,000.00 in land. Not many such items 
appear, so it is scarcely warrantable to assert that the age of 
barter was still in existence. 

Argument will soon be advanced tending to establish the the- 
sis that one of the chief characteristics of this first National 
period, as indeed of the Colonial epoch, was the fact that trade 
and commerce was in a sort of nebulous stage—that the specializ- 
ation which distinguishes the present age was entirely absent. 

About 1820, under the caption “Market Review” and 
“Prices Current,” systematic information commences to be pre- 
sented regarding the quotations of stocks, staples and miscel- 
laneous goods. It is not to be understood, however, that such 
information was not available previous to this time, but that the 
collection and publishing of this data became regular and orderly. 
The advantage of having such market rates is that an advertise- 
ment in the “ Commercial Advertiser” of July 1, 1820, for in- 
stance, for the sale of domestic dry goods “on the lowest terms 
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The Development of Mercantile Instruments of Credit 


for cash or city paper” begins to have tangible meaning. So 
also with another dealing with goods of domestic manufacture 
where the “terms of payment are liberal where the security of 
payment is unquestionable, with advance of interest of 7 per 
cent on the cash prices.” 

From the few excerpts which have already been given the 
fact that it was customary to accept paper in payment of goods 
is perfectly clear. Collateral evidence might be added were it 
permissible to draw inferences from the kind of transactions 
appearing in the popular bookkeeping text published by John 
Gibson some years later. Note settlements abound, and as this 
book was the product of a practical accountant who endeavored 
to impart a knowledge of the current business usage, little reason 
can exist against accepting the proposition that these promissory 
notes played an all important part in effecting sales. 

Dry goods continue to be offered for “cash or approved 
paper,” or “on reasonable terms,” while “ Eastern city and Jer- 
sey boots and shoes” may be had “low for cash or approved 
paper.” New York Wholesale Prices Current continue to appear 
regularly. 

Sumner treats of the cotton industry in connection with the 
State Bank of Alabama, 1838. The cotton was warehoused, 
and the sales made four months in advance. The owners who 
wished to secure advances, were compelled to draw bills at nine 
months, and have them endorsed by two responsible parties. 
Loans were limited to 25 per cent in advance of the market rate 
of the cotton at the time the loan was effected. Upon subse- 
quent default (this was as a consequence of the 1837 panic), the 
branches of the State Bank were authorized to discount “ trans- 
action notes” for debts due them, at 7 per cent per annum, no 
note to be for more than $200., and each was to have upon it 
the names of two good sureties. None of these notes were to 
be made for a longer period than three years. 

Credit had made undoubted progress by the time of the 1837 
panic. It was customary for the traders from Missouri and 
Arkansas, from the Southern states, from the Northwestern 
states, from places as far distant as 1,500 miles and more to 
repair to New York City and other centers for the purpose of 
stocking up with goods to last twelve to eighteen months. The 
fact that these purchases were supplied on credit and that an al- 


447 








The Journal of Accountancy 


most negligible difference was charged in consideration of such 
favors, is sufficient to justify the conclusion that ordinary con- 
tracts were fulfilled punctually. These transactions were settled 
by notes and we find in them the basis of what in a later period 
came to be “open book” trading. 

Business confidence is a trait often remarked in the American 
merchant. The panic of 1837 was severe while it lasted, but it 
did not last long. It was not later than April of the succeeding 
year that country merchants again began to arrive in New York 
City in such numbers as to assure “ brisk trade.” By this time 
the banks had begun to discount the notes of good merchants, 
so that bank credit was once more available for the needs of 
business. 

It is not until 1845 that the financial papers commenced to 
throw any light upon the exact credit terms in various lines of 
activity, or with respect to particular commodities. Among the 
few which are selected for presentation here are the record of a 
sale of “ 100 tons of orrel coal on four months’ time,” of “ Cuba 
Honey” also at four months, and of pig lead, on a credit of 
six months. Unfortunately for our own purposes, these items 
are so scattered that generalization is impossible; they are given 
for what they are worth, but no attempt is made to universalize 
them. 

Business had made some progress by 1853. In January of 
this year, we learn that there is not as much demand from the 
regular merchants for discount as is usual at this time of the 
year. The reason is that importers had anticipated their remit- 
tances by purchasing exchange when money was easily obtained 
in the market at a low rate, while jobbers have been freely sup- 
plied by their Western and Southern collections. Notwithstand- 
ing the ease of obtaining loans, seven per cent is regarded as a 
favorable rate, while the best paper, “ at a short date,” discounts 
at from six to six and a half per cent. 


Crepit AGENCIES 


The panic of 1837, with the great number of mercantile fail- 
ures which marked its course, resulted in the ultimate establish- 
ment of credit information agencies. One of the old dry-goods 
merchants in this city told the writer that it had been the custom 
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of his predecessors to seek out the manager of the concern now 
owned by Mr. John Wanamaker (A. T. Stewart), and obtain 
“a line” on the commercial standing of merchants with whom 
they dealt. In no other satisfactory manner could information 
be obtained regarding the commercial integrity of a new cus- 
tomer. A. T. Stewart had created a sort of credit bureau of 
his own, and as a special favor to the other city merchants, his 
files were occasionally opened to them. The need for a more 
permanent organization became keenly felt, resulting in the en- 
gaging by a number of the larger dry-goods houses of a man 
especially assigned to gather credit information. The work 
soon progressed to such a stage that an independent “ credit 
agency ” was established. This concern eventually became “ The 
Mercantile Agency” of R. G. Dun & Co. 

The Bradstreet Co., established a few years later, is the 
principal competitor of Dun’s.* Many special agencies are also 
in existence, but these will be referred to more in detail at a 
later period. Suffice it, then, that credit information, as a guide 
to selling on account, owes its birth to the forces set at work 
as a result of the crisis. 





* Prendergast, Credit and its Uses: 193; 12. 


(To be continued) 
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EDITORIAL 


The Business Situation 


The business situation in the United States is puzzling all 
the experts. The so-called fundamental conditions are normal, 
and if men were free to produce and trade with one another in 
the old fashioned way, each having a due regard for the old 
commandments of business, there is every reason to believe that 
the people of the United States during the next twelve months 
would be moderately prosperous and happy. Yet not in many 
a year has there been so much doubt and fear with regard to 
the future. The prices of the necessaries of life, especially of 
farm products, have risen so much during the last year that la- 
boring men in various industries are clamoring for an advance 
of wages. The rise of prices would ordinarily mean an increase 
of profits to dealers; yet corporations and business interests gen- 
erally are reporting decreases in net earnings, claiming that the 
consumer is buying in such small quantities that the cost of dis- 
tribution has reduced the net income to the vanishing point. 

There are three considerations to which the American people 
should give serious thought in connection with the hard and un- 
certain times of 1911. In the first place, there exists in the 
public mind, and by sympathy in the minds of judges and off- 
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cers of the government, an illogical and indefensible prejudice 
against “big business.” The Supreme Court has done its best 
to make clear its opinion that an industrial combination is not a 
violation of the Anti-Trust Act unless it is guilty of monopolistic 
practices in positive restraint of trade. According to the de- 
cisions of the Supreme Court in the Standard Oil and Tobacco 
Trust cases, competing corporations are not barred from com- 
bination unless the purpose and result of the combination are 
monopolistic. Viewed in the light of reason, the mere lessening 
of the number of competitors in an industry is not necessarily a 
restraint of trade. Unfortunately, the officers of the administra- 
tion at Washington seem most reluctant to accept the court’s 
opinion. They appear to be hunting for corporations that should 
be destroyed. The United States Steel Trust, for instance, be- 
comes the subject for possible attack merely because it is a 
great combination of competing industries. As a result, men 
with capital to invest are letting it lie idle. They dare not put 
it to work lest Mr. Wickersham or some other federal official, 
without complaint from anybody who thinks himself oppressed, 
shall hale him into court and insist that he show cause why he 
should not go to jail. 

The second important consideration is one not generally 
thought to have any relation to industrial or commercial welfare, 
yet recent events have proved that it is a tremendously impor- 
tant factor of the “ business situation ” in the United States. It 
is our defective governmental organization. 

This state of affairs is intolerable, but no relief can be ex- 
pected until there is a clear understanding that a mere combina- 
tion of competing corporations is not per se an act in restraint of 
trade; that the Sherman Act of 1890 was intended to prevent, 
not the transaction of business on the largest possible scale, but 
the stifling of competition by monopolistic practices; and that 
the mere size of a corporation has nothing whatever to do with 
its guilt. 

The evil in the situation is deeper than any legislation. 
Planned in great stress over a hundred years ago to meet the 
needs of three million people, our political system is a compro- 
mise between democracy and monarchy, and it vests responsibil- 
ity in nobody. Our Congress makes the laws, but has nothing 
whatever to do with their enforcement. Our President and his 
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cabinet seek to enforce the laws but have no voice in their making. 
As a result nobody will acknowledge responsibility. 

The third consideration is what for lack of a better term 
may be called the “ automobile habit” of the American people. 
Thrift seems to be a forgotten virtue. It is the proper thing 
nowadays to be living beyond your income. He who economizes 
and opens a saving’s bank account is the exception. In all our 
cities people are spending money upon foolish extravagances and 
are looking to the income of the next year to pay their debts. It 
may be that we need a panic, and a long period of depression 
to teach us the virtues of thrift and simple living. One thing is 
certain. If the American people will not live within their in- 
comes, the capital supply of the country will not increase, new 
industries will not be created, and the wages of labor will fall. 
Saving is a cardinal economic virtue. Without it material 
growth and prosperity are impossible. 


Cast Out the Mote 


The old adage that shoemaker’s children are the worst shod 
has its parallels in almost every other trade and profession. 
Even accountants have been accused of neglecting to systema- 
tize their own affairs properly. That there is at least some 
ground for the accusation was indicated by an article in THE 
JourNAL of June, 1910, which explained a convenient office 
system for accountants. This is merely mentioned by way of 
apology for the United States Government, whose own methods 
of finance and accounting are not strictly in accord with the 
rigid principles they have laid down for private corporations, as 
is pointed out by Mr. Charles Conard in this issue of THE 
JOURNAL. 

In view of the Government’s present attitude toward private 
corporations and its insistence that their affairs shall be con- 
ducted on an economic basis and in accordance with law—all ot 
which is quite proper and fitting—there is something almost 
comic in its own apparent disregard of the business principles 
it lays down as fundamental for others. The inefficiency of all 
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our government business methods is notorious. The states and 
municipalities are bad enough, but the national government is 
generally, and doubtless justly, regarded as the most extrava- 
gant and wasteful of all. Much is being done, fortunately, by 
Bureaus of Municipal Research and the like to institute more 
economical methods in many of our cities. In many states, too, 
and in the federal government as well, there is a very real at- 
tempt to eliminate wastes. 

These facts merely make Mr. Conard’s discussion the more 
timely. Some progress toward government efficiency may be 
obtained by checking an extravagance here and eliminating a 
waste there, but the results cannot be far-reaching or of any 
certain permanence. Much better would be an entire reorganiza- 
tion upon a more economic basis. Whether Mr. Conard’s plan 
is best or not is a question that may not be settled hastily. It 
certainly appears likely that the idea of making each department 
responsible for its appropriations and resting government secur- 
ities on a basis of real values is a step in the right direction. 
At any rate it is worthy of the careful attention not only of 
accountants and business men but of all citizens of the United 
States. 





Correspondence 
Not Certain of a Welcome 


The following note comes from the accountant of a large industrial 
corporation, who had been invited to contribute to THE JourNAL: 


To THe Epitor or THE JouRNAL oF ACCOUNTANCY: 


I find your letter of August Ist on my return to the office. I am on 
the road most of the time supervising the enormously complex and diffi- 
cult accounting system of this big corporation. Some time I will write 
an article for you on some phase of accountancy. 

I have always felt, and I think that most of the higher accounting 
officials of big corporations feel, that neither their presence nor their 
views were particularly desired by certified public accountants. It has 
seemed to me that any means of bringing these two influential groups 
of men together would serve a mutually beneficial purpose. 
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Corporation Tax Amendment 
Bill Promoted by Accountants to be Introduced 


The American Association of Public Accountants, through its com- 
mittee on Federal Legislation, has met a strong response to its movement 
for amending the corporation tax law so as to permit corporations to 
make their returns to the Commissioner of Internal Revenue as of the 
close of their individual fiscal years. The movement began early in May 
and has been gathering momentum ever since. A bill is now_being pre- 
pared to accomplish its purpose and will be introduced into Congress at 
the opening of the December session. 

The amendment, if carried into effect, will undoubtedly be of con- 
siderable benefit to the large number of corporations whose fiscal year 
ends on a date other than December 1. Since the law went into effect 
the inconvenience and additional expense imposed on corporations have 
been found to be serious. 

The committee of the Association has advised its members that with 
reasonable co-operation the bill will pass unanimously, and reports the 
Treasury Department will not oppose any amending legislation of the 
sort suggested, if the provisions of such legislation are made in accord- 
ance with what the Department considers to be workable principles. 

The committee has secured the support of the New York Chamber 
of Commerce and the following organizations: Chicago Board of Trade, 
Hamilton Club of Chicago, Illinois Builders’ Supply Association, Chicago 
Association of Credit Men, Chicago Typothete, National Implement & 
Vehicle Association, Commercial Law League of America, Dallas Cham- 
ber of Commerce, Dallas Association of Credit Men, Milwaukee Bar 
Association, American Association of Refrigeration, Milwaukee Metal 
Trades & Founders’ Association, Milwaukee Brewers’ Association, Wis- 
consin & Upper Peninsula of Michigan Brewers’ Association, Merchants 
and Manufacturers’ Association, Milwaukee County Bar Association, 
Manufacturing Association of Racine, Calumet Club, Wisconsin Whole- 
sale Grocers’ Association, Milwaukee Club, Fresno Chamber of Com- 
merce, Spokane Chamber of Commerce, Oakland Chamber of Commerce, 
Chicago Garment Manufacturers’ Association, National Shoe Wholesale 
Association, Southern Shoe Wholesale Association, Western Association 
of Shoe Wholesalers, Middle States Shoe Wholesalers’ Association, Seat- 
tle Chamber of Commerce, Cleveland Chamber of Commerce, Illinois 
Manufacturers’ Association, Pittsburgh Chamber of Commerce, Cincin- 
nati Chamber of Commerce, Minneapolis Chamber of Commerce, St. Paul 
Association of Commerce, Milwaukee Foundrymen’s Association. 

The committee urges the point that owing to the exigencies of business 
it is practically impossible for many firms and corporations to conclude 
their fiscal years on December 31, and in the case of such companies it 
is a great hardship to be compelled to make accurate inventories and 
furnish an accurate balance sheet at, what is to them, an unnatural fiscal 
period. 

Not only would there be a saving, it is maintained, to corporations 
and accountants, but the administration of the Government could be more 
easily and less expensively carried out. Under the present regulations 
balance ‘sheets and inventories from approximately 400,000 corporations 
have to be compiled and submitted to Washington between December 31 
and March 1. This involves an abnormal amount of clerical assistance, 
much of which cannot be as efficient as that of the regular staff of the 
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Announcements 


Announcement has been made of the dissolving by mutual consent of 
the firm of French & Douglas. 


Herbert F. French, C.P.A., formerly a member of the firm of French 
& Douglas, has announced that he will continue the practice of Public Ac- 
countancy at 166 Essex Street, Boston, Mass., under the style of Herbert 
F. French & Company. 


Robert Douglas, C.P.A., formerly a member of the firm of French & 
Douglas, has announced that he will continue the practice of Public 
Accountancy under the style of Robert Douglas & Company. 


The firm of Robert Douglas & Company will open offices in the John 
Hancock Building, 49 Federal Street, Boston, Mass. 


Mr. Arthur Wright, C.P.A., has announced that he is now connected 
with the firm of Barrow, Wade, Guthrie & Co., of 25 Broad Street, 
New York City. 


Mr. J. Percy Goddard, C.P.A., has announced the opening of an 
office for the practice of accountancy at 801 McIntyre Building, Salt 
Lake City, Utah. 


It is with regret that announcement is made of the death of Mr. 
Malcolm MacGregor, Certified Public Accountant and member of the 
Society of Accountants in Edinburgh, Scotland, at Donner’s Grove, IIL. 
September 10. Mr. MacGregor had practiced his profession in Chicago 
for several years. 


Orlando C. Moyer of Boston has announced that he has formed a 
partnership with Russell E. Briggs of Newburyport, Mass., for the gen- 
eral practice of public accountancy, with offices in the Old South Build- 
ing, Boston. The business will be conducted under the firm name of 
Moyer & Briggs, Certified Public Accountants. 


Announcement has been made of the formation of a partnership 
under the firm name of Wright, Mendenhall & Wright, Certified Public 
Accountants, with offices at 521 and 522 American Bank Building, Kansas 
City, Mo. The members of the firm are all Certified Public Accountants 
of the State of Missouri, and members of the American Association of 
Public Accountants. The new firm will continue the practice heretofore 
carried on separately by Francis A. Wright & Company and William 
Mendenhall. 


Henry J. Falk, B.C.S., and William B. Johnson, C.P.A., Public Ac- 
countants of New York City, have announced the opening of their 
Denver office, Suite 1224 First National Bank Building. The Denver 
office is under the supervision of Mr. Falk, and Mr. Johnson is in charge 
of the New York office. 
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Epitep By Lee Gattoway, Px.D. 


THE PRINCIPLES OF INDUSTRIAL MANAGEMENT, by Joun C. 
Duncan, M.S. Ph.D. Published by D. Appleton & Co., New York 
City, 1911. Price, $2.00. 


A well-known authority has given the following principles for review- 
ing a book: 1. What has the author set out to do? 2. Was it worth 
doing? 3. Has he done it? 4. Has he done it well? 

Dr. Duncan says in his preface: “ The book is written to give both 
the accountant and the general student of business a brief presentation 
of the underlying principles of the science of management.” Was it 
worth doing? It certainly was. The book is needed. And the author 
has done what he set out to do well—for the first text-book on this 
subject. 

The following is a very brief outline of the book: It contains 316 
pages divided into three parts, with nineteen chapters. The first part is 
headed, “ The Economic Environment.” It contains six chapters as fol- 
lows: The Problems, General Theory of Industrial Location, Theory of 
Plant Location, The Ideal Situation, Business Concentration and In- 
tegration, and Business Specialization. 

The second part is headed, “The Equipment of the Plant.” This 
part contains six chapters also as follows: Continuous Industries Syn- 
thetical, Continuous Industries Analytical, Assembling Industries, Fire 
Precaution, The Building and the Workers, and The Power Problem. 

The third section, headed, “ Organization and Management,” contains 
the following seven chapters: The Three Types of Organization, The 
Labor Force, The Payment of the Workmen, The Record of the Work- 
ers, Record of Raw Materials, Record of Finished and Unfinished Goods, 
and Record of Equipment. 

In the first chapter of the book the author says: “ The prosperity of 
an enterprise depends in general upon four factors: 1. The economic 
environment. 2. The equipment of the plant. 3. The organization and 
management of the plant. 4. The selling department.” And farther 
on: “ The successful running of a concern resolves itself into ten prob- 
lems: 1. Where shall the plant be located? 2. To what extent shall the 
business be integrated and concentrated? 3. To what extent shall the 
enterprise be specialized? 4. How shall the plant be built? 5. What 
form of power shall be employed to run the plant? 6. What shall be 
the basis of its internal organization? 7. How shall the labor force be 
handled? 8&8. How shall the raw materials be treated? 9. How shall we 
determine the efficiency of the equipment? 10. How shall the goods be 
distributed to the consumer?” 

In the second chapter the author quotes the United States census as 
to the localization of industries as follows: “The twelfth census men- 
tions seven factors which give rise to the localization of industries. 
1. Nearness to materials. 2. Nearness to markets. 3. Water power. 
4. Favorable climate. 5. A supply of labor. 6. Capital for investment 
in manufactures. 7. Momentum of an early start.” And then rightly 
he says: “ While all of these causes contribute to industrial location, 
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there are but four primary factors, viz: 1. Markets. 2. Raw materials. 
3. Labor. 4. Power.” 

The third chapter may be summarized briefly as follows: “ The posi- 
tion of a plant within the range of industrial centers has a profound 
influence in determining the success or failure of the establishment. 
From the physical side the success of a plant is dependent on two main 
features: 1. Its location; 2. Its layout and equipment.” 


The location of a plant should be fixed in such a manner that the 
people interested in its success can sell the goods most profitably, buy 
supplies to best advantage, and manufacture with the least expense. To 
do all this, the most favorable location will be one that will include the 
greatest possible number of the following advantages: 1. Selling, near- 
ness to a large consuming market, or at least a situation such that it 
can have a cheap and adequate outlet for the output. II. Buying, close- 
ness to supplies, or a situation such that supplies can be secured with 
the least expense, and obtained when desired. III. Manufacturing. 
1. Proximity to a large adaptive labor population. 2. Ready accessibility 
to repair shops. 3. Nearness to good banking and credit facilities. 
4. Ability to build so as to suit special needs of industry. 5. Ability to 
expand plant cheaply. 6. Low rent and tax rates. 7. Freedom from 
restrictive ordinances or onerous legal or other requirements. 8. Ade- 
quate fire-fighting facilities and low insurance rates. 

The fourth chapter discusses the advantages and disadvantages of 
the country, city, and suburbs for the location of plants. 

The fifth chapter deals with concentration and integration of indus- 
tries. The author gives five classes of consolidation, and names The 
United States Steel Corporation, The Standard Oil Company, The Amer- 
ican Tobacco Company, Armour & Company, and The National Biscuit 
Company as classic examples of the five different types. 

In his discussion of business specialization in chapter six, the author 
says: “ Specialization aids in a number of ways: 1. It reduces the pre- 
liminary costs incurred in all manufacturing. 2. It makes possible the 
extensive use of highly specialized machines, buildings and other equip- 
ment. 3. It simplifies managerial problems. 4. It makes worth while 
the introduction of numerous small savings. Specialization is one of 
the greatest possible aids to industrial economy.” He illustrates how 
this is accomplished in the making of a steam engine. The reader is 
warned, however, that specialization has its limits and gives this advice: 
“A good rule to follow in plant specialization is to specialize to the limit 
in the plants which manufacture necessaries, or partly finished products 
whose demand is not affected by any great improvements, things like 
flour, sugar, steel rails, steel plates, and articles of a similar nature. In 
goods liable to be improved and changed, the specialization of this 
equipment may be carried with safety to the point where an improve- 
ment or change in the product will not render useless the appliances of 
the establishment.” And in closing the chapter he says: “In a word, 
there is a limit to specialization, and the nature of the goods should 
determine the danger point for the manufacturer.” 
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In chapter seven the question is asked: “How shall we build the 
plant so that it will make integration and specialization possible?” It 
is answered as follows: “Every industry can be carried on best in a 
structure adapted to its peculiarities: and viewing industries in a broad 
way, it will be seen that there are two factors that play exceedingly 
important parts in determining the nature of the structure which will 
house the plant, viz: 1. The type of manufacturing industry. 2. The 
nature of the goods handled. From the standpoint of the industry one 
may have two kinds of manufacturing: 1. Continuous. 2. Assembling. 
There are two classes of continuous industries: {A) The synthetical, 
(B) The analytical.” Then follows a description of a textile industry 
and a steel industry. 

Chapter eight treats of the analytical type of industries, and describes 
a sugar refining and meat packing industries. This chapter deals almost 
entirely with descriptions. 

Assembling industries are treated in the ninth chapter. “The assem- 
bling industries although having a very great deal of machinery, have 
machinery of a more or less general nature to do work of more than 
one kind or size. These machines of necessity require operatives, who 
can adapt them to do new work, and who must guide and direct them 
while running. These two characteristics at once bring up exceedingly 
important questions: I. How shall the various manufacturing depart- 
ments be arranged with respect to the assembling department so that 
there will be a minimum amount of handling of the pieces? II. How 
shall plant be built so that a comparatively large number of workers 
will find room and convenient facilities for doing their work?” Then 
follows a full description of a shoe factory, and a shipbuilding plant. 
The chapter closes with this excellent paragraph: “ The three preceding 
chapters have considered the kinds of industries and the ideal methods 
of adapting plants to meet their needs. The key to success in building 
a plant is to make it handle the work in the cheapest manner; and the 
cheapest manner is the one which will send the goods from the begin- 
ning to the end of the course with the least expenditure of time and 
labor. The architect, however, is foolish, indeed, if he does not recog- 
nize that there are conditions that may modify his ideal pians. Every 
manufacturer appreciates the fact that to erect the cheapest building 
possible he must spend large sums of money to provide for a contingency 
that may never occur.” 

Chapter ten on fire precaution is one of the best in the book. It deals 
minutely with causes and preventions of fires. The instructions are 
sound and complete. The ten ideas involved in the principles of mill 
construction fill a page and a half of excellent matter. 

Chapter eleven, on the building and the workers, opens with these 
words: “ Man is like other animals—best results require pleasant, health- 
ful surroundings. If compelled to work in a dark, cold, or repelling 
environment, his output will suffer. The comforts within the building 
and a spirit of hearty co-operation among all the departments influence 
the physical state and mental attitude of the employees. Comforts can 
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be provided when the building is being erected by providing for five 
things: 1. Abundant light. 2. Sufficient heat. 3. Good ventilation. 4. 
Adequate space for workers. 5. Convenient toilet and wash rooms.” 
Then follows ten pages of very good explanation and description of 
how these may be obtained. 


The twelfth chapter deals with the power problem. It discusses the 
advantages and disadvantages of Water, Steam, and Electrical Power. 
It compares reciprocating and turbine types of engines, and explains the 
various methods of power transmission. 


Chapter thirteen treats of the important subjects, organization and 
management. The author discusses the three types of industrial organ- 
ization—military, functional, and departmental. “The works manager, 
if he is to perform his duties ideally, must observe the following: 1. He 
must get the work performed rapidly. 2. He must get the work per- 
formed accurately. 3. He must get the maximum result from the ma- 
chinery. 4. He must get the maximum product from the raw material. 
5. He must see that improvements in methods are introduced.” Then 
follows a brief exposition of the three types of organization. He sum- 
marizes the military system briefly thus: “The advantages are: 1. It 
unifies the work, putting it all in the hands of one individual. 2. It fixes 
responsibility for the performance of tasks in a definite manner upon 
certain individuals. Its disadvantages are: 1. When a plant becomes too 
large the foremen are held responsible for too many things, and cannot 
justly be held accountable for blunders or for smallness of productivity 
in machines and men. 2. The foremen have so much to do that they 
cannot see to the introduction of improvements so rapidly as is desirable.” 

The functional system originated by Mr. Taylor is summarized as 
follows: “1. A large daily task should be given to men. 2. The men 
should be given standard conditions, making it possible to perform the 
task. 3. They should be given a high rate of pay for success. Viewing 
the subject from a broader point of view there are other advantages to 
be gained from the functional system. 1. The work is divided so that 
one man need attend only one thing. It enables a complete specializa- 
tion of labor. 2. It definitely fixes the responsibility for the performance 
of each function upon one man. 3. It allows the workman opportunity 
to think out improvements by enabling him to make an intensive study 
of his work. 

The difficulties that have been encountered in carrying the scheme 
through are: 1. It requires a great amount of clerical work to fill out 
instruction cards and write out all orders and minute instructions neces- 
sary for the complete enforcement of the scheme. 2. It is exceedingly 
hard at times to define clearly to whom certain functions belong and on 
whom the responsibility rests when things go wrong. 3. It is cumber- 
some and expensive to operate. In every shop the jobs must be assigned 
to men at all kinds of odd times during the day. If a workman desires 
to start on his job he must come in contact with at least three bosses 
before he can do anything. There are usually several men doing jobs 
at one time.” 
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Dr. Duncan favors the departmental system because: “It divides the 
plant up into a number of clearly defined departments, and puts each 
under the control of a gang boss, who is given general directions to 
work it and is held responsible for results and not for servile attention 
to detailed instructions. The great advantage of this departmental sys- 
tem is that the responsibility can be fixed: It is possible to train men 
to fill the jobs, and it is impossible to have any shifting of responsibility, 
because the men must show results in output and not prove that they 
have given or followed instructions.” 

The remaining chapters, 14-19, deal with the labor force, payment of 
workmen, and the necessary records of an industrial plant. The author 
makes a thorough analysis of the reasons for and against employing 
men, women, and children as employees in particular kinds of industries. 

Chapter fifteen is devoted to the payment of workmen, it gives only 
a very brief explanation and description of the modern methods of re- 
muneration as originated and taught by Halsey, Rowan, Emerson, Gantt 
and Taylor. There is more space given to the discussion of the Taylor 
system than to the others. The author has not done justice to Mr. 
Taylor in his criticism: he should read again Mr. Taylor’s books on 
Shop Management and the Principles of Scientific Management. 

The book gives a fairly complete exposition of the system used in 
modern industries for keeping records of workers, raw materials, fin- 
ished goods, and equipment. Numerous illustrations of book and card 
records, recording machines, and other devices are given, so that anyone 
may get satisfactory information regarding records of industries. 

As far as the reviewer is aware this is the first text written on 
scientific management. It is well that a man of Dr. Duncan’s ability 
and teaching experience wrote it, for the author of a first book influences 
largely subsequent authors in the same subject. 

As is the case with nearly all first books there are several criticisms 
that may be made. In the reviewer’s opinion the following are the gen- 
eral weaknesses of the book: 

1. In a book of this kind, it would be advisable to give a very brief 
exposition of the different kinds of financial organizations, so as to show 
the advantages and disadvantages of the individual partnership and cor- 
porate forms. There is none in this book. 

2. There is but little said on how to learn the most efficient methods 
for obtaining maximum results from labor. The several systems of 
payment are explained, but not the methods followed by Taylor, Gantt 
and others, to find how much work a workman should do. 

3. Several of the drawings are too crude for a high grade book. 

4. Too much space is given to description of several industries. 

5. There is an apparent straining for classifications. 

6. Some of the generalizations are illogical An example is to be 
found in the second chapter in the treatment of textile industries. 

7. By omitting unnecessary descriptions, and by using fewer words, 
the book could be reduced to two-thirds or three-quarters of its present 
size. G. Water WILLIAMS. 
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Epitep spy CHartes W. GERSTENBERG, PH.B., LL.B. 


_The Legal Department of Taz JourNAL oF ACCOUNTANCY is prepared to render a genuine 
service to its subscribers and readers, by undertaking to answer legal questions submitted to it. 
These questions, while they may be suggested by the problems that arise in the practice of our 
correspondents or by the more theoretical requirements of examination boards, should always 
be so stated as to call for single propositions of law. Whenever the Department receives a 

uery the correct answer to which may vary with many possible but unstated circumstances 
the correspondents will be asked to give the details or advised to consult local counsel. Reason- 
ably prompt — by the Department will be made by personal communication or through 
the columns of THz JourNAL. Address all communications to THE JOURNAL OF ACCOUNTANCY, 
Legal Department, 32 Waverly Place, New York City. 


OFFICERS OF A CORPORATION CANNOT PERSONALLY TAKE ADVANTAGE OF 
RELEASES GIVEN TO THEIR CORPORATION 


In the recent case of Clark vs. Bullard et al., decided in the Supreme 
Judicial Court of Massachusetts, the plaintiff sues certain officers of the 
defendant company for fraudulent representations. The defendants set 
up as a defense a release, duly signed by the plaintiff, of all claims against 
said company, which release was held not to be available as a bar to the 
action for the reason that the covenant was not made with the officers but 
with the company. The following is the opinion of Justice Morton: 

“This is an action of tort to recover of the defendants for certain 
alleged false representations made by them in regard to the nature of the 
business carried on by the Mutual Stock Company, of which the defend- 
ants were officers and agents, and thereby inducing the plaintiff to enter 
into various transactions and dealings with said company to her detri- 
ment. There was a verdict for the plaintiff and the case is here on the 
defendants’ exceptions. 

“The defendants rely on certain releases given by the plaintiff to the 
Mutual Stock Company, wherein, in consideration of the sums therein 
recited to have been received by her from the Mutual Stock Company, ‘in 
full for all payments made under any and all contracts and transactions 
closed to this date, she releases and discharges the said Mutual Stock 
Company, its principals, stockholders, officers, agents and servants, and 
each of them, therefrom, and also from any and all right of action, 
claim or demand under or by virtue of chapter 437 of the Acts of the 
Commonwealth of Massachusetts for the year 1890, or any act amend- 
atory thereof or supplementary thereto, for any payment or deposit at 
any time heretofore made either on the within contract or on any other 
contract or transaction whatsoever, and I covenant never to sue therefor 
them or either or any of them, or on account of any other cause of 
action, claim or demand whatsoever.’ 

“ The action, it is to be observed, is not for any claim or demand aris- 
ing under and by virtue of St. 1890, c. 437, now R. L. c. 99, or any acts 
in amendment thereof or supplementary thereto, but for fraudulent rep- 
resentations alleged to have been made by the defendants in regard to the 
nature of the business carried on by the Mutual Stock Company of which 
the defendants were and are officers and agents. So much of the re- 
leases as relate to such claims or demands was and is therefore mani- 
festly inapplicable to the case before the court. It is also to be observed 
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that the releases relied on and the covenants not to sue contained therein 
are contracts not between the plaintiff and defendants but between the 
plaintiff and the Mutual Stock Company. The defendants are not par- 
ties to the contracts contained in the releases or to the covenants not 
to sue. It is plain, we think, that the defendants could maintain no 
action against the plaintiff for a breach of the covenant not to sue con- 
tained in the releases, for the reason that the covenant is not made with 
them but with the Mutual Stock Company, and no part of the consid- 
eration moves from them. 

“ Moreover the releases are under seal, and in regard to them the law 
has always been that only those who were parties to them could sue upon 
them. If the defendants could not maintain an action for breach of the 
covenant not to sue, we do not see how they can avail themselves of it 
by way of defense or to prevent circuity of action as a bar to the present 
suit. The reason that they are not parties to the covenant and none of 
the consideration moves from them is as applicable in one case as in the 
other. Even if it be assumed in favor of the defendants that if they 
were parties to them the releases would operate as a bar to the present 
action, for the reasons stated we think that they must be regarded as in- 
operative so far as these defendants are concerned. 

“Tf the releases cannot be pleaded by the defendants as a bar to the 
present action for the reasons stated, it is immaterial whether they would 
also be void, as ruled by the presiding justice, if they were given for the 
purpose of escaping and evading the statute, in regard to wagering con- 
tracts (R. L. c. 99).” 


Bonus Creatinc Usurious Loan 


The Court of Appeals of New York in the case of Schwartz vs. 
Sweitzer handed down a decision in which a loan, made by a son for his 
mother, whereby the son received a twenty per cent. bonus out of the sum 
loaned for his own benefit, was declared usurious. The decision of Justice 
Haight is as follows: 

“This action was brought to recover the sum of $960, claimed to have 
been loaned to the defendant, the payment of which had been secured by 
assignment of a mortgage upon real estate as collateral security for the 
loan. The defense was usury; the defendant alleging that but $800 was 
received by her for the loan. 

“The plaintiff was conducting a furniture business in the borough of 
Brooklyn, her son, John A. Schwarz, acting for her as manager, and au- 
thorized to sign checks as attorney. One Lipsky was acting for the de- 
fendant as broker. He called upon the plaintiff’s son on or about Au- 
gust 23, 1907, and according to the testimony of the son the following 
took place: ‘ The first time he came to me with a mortgage of $2,150 on 
Stockton street. He said he had it for sale, and wanted to sell it less 20 
per cent. I told him I had no money, and that I didn’t consider the loan 
was good enough to approach my mother, and I didn’t consider that I 
would want to give her that loan. Then he went away. A few days 
after that he came back to me. He said Mr. Sweitzer, the owner of this 
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mortgage, wanted a loan of $800, and he would give this mortgage as col- 
lateral security. He wanted to know could I get the money for him. I 
told him I didn’t know, but I asked him what was in it. He said the 
man was willing to pay 20 per cent.—$160. I said, “ Then he only wants 
$640,” and he said, “ No; he wants $800. He wants a loan, really a loan of 
$960.” So I said, “ Well, you come back this afternoon. I will see my 
mother, and maybe I can get her to make that loan.” He came back in 
the afternoon. In the meantime I asked my mother. She said, “Yes; I 
will make that loan, and you can draw out the check, the money from the 
store.” So when he came back in the afternoon I made the loan for my 
mother. I did not tell my mother anything about the 20 per cent, or any 
bonus in it at that time. I told her the next day about the 20 per cent.’ 

“It further appears that the plaintiff’s son drew his check as attorney 
upon the bank in which the business accounts were kept for $800, and 
passed the same over to the defendant; that subsequently his mother 
drew a check upon her individual account, by which the $800 was restored 
to the business account, and that at the end of the week the son paid 
to her the sum of $15, in lieu of the $175, which was the weekly amount 
which she drew from the business for household expenses, the son re- 
taining for his own use the remainder of the $175, which was the $160 
bonus paid upon the making of the loan. The interest upon the loan was 
paid for the first six months, after which the defendant defaulted, and 
subsequently this action was brought. 

“Tt thus appears that on the next day the mother was advised about 
the $160 that was retained by her son, and that subsequently she collected 
the interest on the loan for the first six months as it matured. It no- 
where appears from the evidence that the defendant or her broker in 
procuring the loan knew that the son of the plaintiff was to retain the 
$160 for his own benefit. We are therefore of the opinion that this case 
was brought within the principles decided in the case of Bliven vs. Ly- 
decker, 130 N. Y. 102, 28 N. E. 625, and that consequently the judgment 
should be affirmed, with costs.” 





Colorado Society Elects 


At the annual election held last month by the Colorado Society of 
Certified Public Accountants, F. W. Deidesheimer was elected president 
to succeed J. H. Kingwell. Other officers elected by the board of direc- 
tors were Emil W. Pfeiffer, first vice president; John S. Williams, sec- 
ond vice president; George Best, third vice president; Page Lawrence, 
secretary; J. A. Writer, treasurer; A. E. Hamilton, assistant secretary, 
and Ben Morris, auditor. 

On the board of directors, Orville A. Smith and William E. Dittman, 
fellow members, and Edwin I. Grenfell and Jasper A. Writer, associate 
members, retired. Their places were filled by the election of Page Law- 
rence and Wilson L. Pitcaithly, fellow members, and Leonard Dates and 
George T. Wells, associated members, as directors. 
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Conducted by Leo Greenpiincer, M.C.S., C.P.A. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve 
shortcomings. To solve, compare and criticise C. P. A. problems and thereby to aid in 
bringing about a uniform American standard for C. P. A. examinations, is the object of this 
department. With the aid of suggestions and criticism from the professional brethren, it 
can undoubtedly be achieved. Inquiries will be cheerfully answered. 

Following are the May, 1911, examination papers set by the Illinois 
State Board of Accountancy, also an abstract of the May, 1911, exami- 


nation papers set by The Institute of Chartered Accountants of Alberta. 


ILLINOIS PAPERS 
PracTIcAL ACCOUNTING 
Part I 
Wednesday, May 24—9.30 A.M. to 12.30 P.M. 
75 credits necessary to pass, out of a possible 100 credits. 

Each complete answer will receive 10 credits. Do not repeat questions 
on examination papers, but write answers only, designating the questions 
by number. The intelligence indicated by answers will be considered in 
marking the applicants, as well as the technical accuracy of such answers. 

t. The Ledger Balances of the accounts of John Smith at 31st 
December, 1910, are as follows: 


PAQCUOMES TROGOIUOIEE oo ccc cc ccccsnscccecse okweks $5,140.00 
ccs Seeeakideesaid-enaatewesd 2,692.00 
ES Raa <2 nace edaaneeutes sasndd wuseeeke 658.00 
eds cn cad cam se dcnneeschnwenkheeekin 217.00 
Bae Fameenees By J. SR oon. ccccsccncceccee 500.00 
clos ac uinrgh mid cde whee nae a eeake peed 44.00 
EE: cis vcs sadeuniouwatetgess ooewneda 1,065.00 
SE, DEY OOF, MOD ocinsccsdcceccisiccses 3,020.00 
EE Ch.cios wigan vedetadeuak ees bendckanedass 7,386.00 
eis Seen ct iad e ed Sako Renan came 16,406.00 
ML wk Wie as cede ence ckss babe erer eee ewan eee. 4,839 .00 
NS eee sc eecedboaulen seaweed es 1,045.00 
I SIN «- c.. ste nice bina s Lane wlasibewkecaie 503.00 
PE SEED beh ccs scncdcas ev adsunbecesuemenss 173.00 
eee eee oe 284.00 
BE, ROOD ON BINS onc s occisccccicccnccss 222.00 
RE CN FEUD ooo 5 cr clescesccissensesia 258.00 
Machinery Expense and Fuel ................... 264.00 
Tee Lee ihc eheaakn sdb weaeee ae 206.00 
i i so. Cncaidinniwates avec tenaeaae 151.00 
TORE FOUR E DE PE EPCOT TT TTT CET 50.00 
NN SS PST OOCTS PETE ECT ETO OUT TC TTT 329.00 
DE 1st ns cecedameheeiduss ienseaeeoesenewhe er 3,249.00 
ED ii ice Raced Ck Reka ON ee. Cade sa 97 .00 

$48,798.00 














C. P. A. Question Department 


Rent, $200.00 a year is charged to September 30th, 1910; repairs to 
engine estimated at $90.00, account not yet received. 

Provide 24 per cent. on Accounts Receivable for discounts, also 
$150.00 for estimated loss by bad debts, and $20.00 for interest accrued 
on loan. 

Prepare Trading, and Profit and Loss Account and Balance Sheet as 
at December 3Ist, I9gI0. 

2. A testator bequeathed by his will legacies amounting to $6,700.00. 
His widow was to be paid $1,000.00 within one month after his death, 
and his household furniture was specifically bequeathed to her. $74.12 
was found in the house and the cash at the bankers’ was $1,842.91. 
His investments were valued at $48,461.12 (their nominal value being 
$45,000.00). His real property was valued at $68,000.00. Persons were 
indebted to him for loans without interest for $450.00, while his creditors 
were $7,276.54. The funeral expenses came to $98.16, probate and mis- 
cellaneous expenses to $4,697.45. 

Draw a statement, showing the “corpus” to be dealt with by the 
executors, assuming that the investments were bonds bearing interest 
at 4 per cent, that the real property yielded 6 per cent, that the former 
were paid half-yearly, and the latter quarterly, and that both interests 
and rents fell due two months after the testator’s death. 

3. A corporation is formed January Ist with a nominal capital of 
$5,000,000.00 in $50.00 Shares. There is a first issue of 50,000 Shares, 
$2.50 per share being due on application; $7.50, making $10.00 due on 
allotment, January 14th, $10.00 due on February ist, and $10.00 due on 
April 1st. 44,652 Shares were applied for, and 43,822 were allotted on 
January 14th. 

Give the Journal entries required to record these facts. 

4. James Hewson and Walter Fellows had been in partnership for 
several years, and at December, 1909, desiring to retire, they entered into 
an arrangement to dispose of their business to William Jones, on the 
general terms that he, Jones, should take over everything as it then 
stood, subject to the following conditions, viz: 

1. Inventory of Merchandise to be subject to a rebate of 6 per cent; 

2. Accounts Receivable to have a deduction of 74 per cent., to meet 
possible losses; 

3. Office Furniture to be subject to a deduction of 124 per cent. for 
depreciation ; 

4. Liabilities to creditors to be discharged by the 1st of February. 

On the exact amount required to be paid over to the parties by Jones 
being ascertained, he was to pay one-fourth in Cash on February 4th, 
and the balance by equal installments, giving his notes for the same 
which are paid in cash as they fall due, dating from January Ist, at 
three, six and nine months, such installments to carry interest at 5 per 
cent. per annum. 

The inventory of Merchandise in hand amounted to $21,800.00, the 
accounts receivable to $18,200.00 and the office furniture stood in the 
books at $1,250.00. The sums due to creditors amounted to $6,250.00. 
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You are asked, as representing Jones, to prepare the Ledger Accounts 
as they will have recorded, and given effect to the foregoing arrange- 
ment in Jones’s ledger. 

5. A and B purchased land in Porto Rico on January Ist, 1909, and 
started a tobacco plantation, the former bringing in $100,000.00 and the 
latter $50,000.00 capital in cash. Five per cent. per annum is paid upon 
capital, while the net profits or losses are divided equally. They draw 
as partnership salaries, $1,250.00 a year each and make no other with- 
drawals. 

In the first year they spend $75,000.00 for the purchase of and pay- 
ment for the land, buildings, etc., and $15,000.00 in planting the I91o crop, 
which was sold in 1910 for $40,000.00, but upon which had been paid in 
1910 and up to the date of the Sale, $2,500.00 for wages and sundry 
expenses. 

In 1910 they spent $25,000.00 in further developing the estate and 
$40,000.00 in planting the 1911 crop. 

Draw a Balance Sheet at the end of each year, 1909, and 1910, and 
in the partners’ Capital Accounts therein show the condition consequent 
on results, there being no other assets or liabilities than these mentioned 
above, and the bankers’ debit or credit balance, as the case may be. 


PRACTICAL ACCOUNTING 
Part II 
Wednesday, May 24—1.30 to 4.30 
6. Having been employed to certify to the profits of a manufacturing 


concern for the past five years for prospectus purposes, your work reveals 
that the recorded profits require adjustment as follows: 





YEAR LEDGER ADJUSTMENT ACCOUNT 
Fe | OPEC COCen Tee Suanee.em Meduce By oo... .csciss $4,200.00 
ee ere 69,100.00 Increase by ............. 8,520.00 
re 41,320.00 Reduce by .............. 6,900. 00 
0 ee eee 1,640.00 Reduce by .............. 1,020.00 
ee ree 22,060.00 Increase by ............. 1,360.00 
Average Profit ..... $37,150.00 Net Reduction ...... $200.00 


Those interested point out to you that as only the average profit for 
the period is required to be certified to, you may disregard the small 
difference of $200.00. 

State succinctly your attitude and draft the certificate. 

7. The Directors of a manufacturing concern incorporated in Illinois 
deem it expedient to pay an interim dividend out of the current year’s 
profits, therefore at the close of the seven months’ operations require 
you as the Company’s Auditor to advise them as to an amount that would 
not then nor prospectively for the balance of the fiscal year be a dis- 
bursement out of capital. State in from 100 to 150 words your method 


of procedure. 
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8. On June 1, 1910, Corwin & Co. discounted at five per cent. per 
annum with their bank a three months’ note dated May 1, 1910, for 
$5,000.00. The bank’s semi-annual accounting takes place June 30, 1910. 

What entries did the above transaction necessitate on the books of 
the bank (a) on June 1, 1910, (b) on June 30th, 1910? 

9. A corporation was granted a charter from the State in October, 
1910, to take over two concerns as of June 30th, 1910; the transfer 
was completely effected by November 1, 1910. Capital Stock (fully paid) 
$250,000.00. 

The accounting was continued ir the books of the purchased plants 
until June 30, 1911, when the net profits for the year were found to be 
$10,500.00 and $18,000.00. 

What dividend, apart from financial considerations, would such a 
showing justify? 

10. Anderson & Brooks are equal partners. Their balance sheet on 
June 30, 1910, was as follows: 


Assets— 
Merchandise Inventory ............ccecceeee $35,000.00 
Rae TID oo dk 0: ona 2Ksedekn ons 61,000.00 
Furnsture and Fisteres .... ...0cccsscsvevees 2,500.00 
SUE cine 5:0: Rianne, ae a eeatea ee eee ee Rie wie eet 500.00 
Fe Pe Ee ay er Pen. ee 3,000.00 
$102,000.00 
Liabilities— 
PE FONE 6 nas ok nti caguneneetea $50,000 .00 
EE GOURD soko. scnctdeeiindcsuebeboes 15,000.00 
PIES, SID 6s odin ctcnndgapewnnn 21,000.00 
I NE oc wis vin anensckebenias maa 16,000.00 
— $102,000.00 


Conway is to enter the firm; preliminary thereto Anderson & Brooks 
revise their Balance Sheet by writing off $15,000.00 for bad debts, $500.00 
from Furniture and Fixtures, 15 per cent. from inventory, 25 per cent. 
for loss on investments, and establish a good will account of $5,000.00. 

Conway pays in $5,000.00 as his one-third interest, to which amount 
the other parties agree respectively to adjust their capital. 

Give the starting balance sheet of the new firm. 


THEORY OF ACCOUNTS 


Tuesday, May 23—9.30 A.M. to 12.30 P.M. 
75 credits necessary to pass, out of a possible 100 credits. 

Each complete answer will receive 10 credits. Do not repeat questions 
on examination papers, but write answers only, designating the questions 
by number. The intelligence indicated by answers will be considered in 
marking the applicants, as well as the technical accuracy of such answers. 

1. “A” died, leaving an estate consisting of: 
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BOOM: TON: ROR OB oii ios Sdiiedddccccascuaes $30,000.00 
Share in Partnership, estimated at............... 175,000.00 
RI I ne a ala nwam dune ried eewd 75,000.00 
Household Furniture ........... Speidwasd cucu ate 19,500.00 
UN Ri 8 oo ea Oren 4,000.00 


The will provided for annuity of $1,000.00 payable to Testator’s wife 
out of income, the remainder of the income being divisible among his 
six children equally so long as they live and until the youngest attains 
the age of 21 years. 

What books and accounts would you open for the executors, and 
what information would you require to enable you to write them up and 
adjust the capital and income? 

2. The Bristol Manufacturing Company issued and sold on the Ist 
of January, 1911, to A and B, 100 (50 to each at the same price) First 
Mortgage Bonds of $500.00 each, bearing interest at 4 per cent. per 
annum, and received $48,000.00 in cash. 

What records of the transactions should be made, and in what books? 

3. The profits of a corporation with a paid up capital of $5,000,000.00 
amount to $337,193.08 for a given year, without allowing for its mort- 
gage interest. At the end of the previous financial year there was left 
a balance of undivided profits of $27,806.92. 

Its 4 per cent. mortgages are $500,000.00 and its 6 per cent. mort- 
gages are $750,000.00. How much must be taken from the previous year’s 
Surplus balance to pay the Stockholders a dividend of 6 per cent.? 

4. A charitable institution receives annual subscriptions and dona- 
tions and employs a canvasser who has to induce persons to become sub- 
scribers and who is also authorized to receive subscriptions and donations. 

State what you consider the best system of bookkeeping to guard 
against peculation, and what regulations you would lay down for the 
conduct of the financial affairs of the institutions. 

5. Specify some of the closing entries to be made, after the agree- 
ment of the Trial Balance in the books of an architect’s business in 
which two partners are interested. 

6. Make out a Foreign Bill of Exchange in duplicate. Why is the 
bill duplicated? What happens when the “First” is presented to the 
drawee for acceptance and it is the “ Second” which is endorsed? 

7. A manufacturing concern finds that in the past fiscal year the 
prime or manufacturing profit was thirty-four per cent. of the profit on 
sales. On June 30 of the current period the Directors want an approxi- 
mate inventory without count or schedule and call upon you to do so. 
Illustrate your plan of procedure—(150-200 words). 

8. In summarizing the nominal accounts of a manufacturing concern 
to determine the results of operations for a period, (a) what would be 
the order and character of the three closing accounts? (b) What nature 
of accounts form the elements of each? (c) Give your reasons. 

9. What form of ledger would be appropriate to an enterprise in 
which the accounts bear interest at 5 per cent. per annum on current 
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transactions; illustrate a ledger account in detail, showing the method of 
computing the interest and balancing it into principal semi-annually. 

10. What is an accommodation bill? Describe the three usual meth- 
ods of raising money on such paper. 


AUDITING 
Tuesday, May 23—1.30 to 4.30 P.M. 


75 credits necessary to pass, out of a possible 100 credits. 

Each complete answer will receive 10 credits. Do not repeat questions 
on examination papers, but write answers only, designating the questions 
by number. The intelligence indicated by answers will be considered in 
marking the applicants, as well as the technical accuracy of such answers. 

1. A Chicago Corporation does Business in Brazil where its capital 
is invested, a Balance Sheet and Profit and Loss Account in Brazilian 
currency being sent over at the end of each year for amalgamation with 
the Chicago accounts. During the last year assume that a heavy fall in 
exchange took place, say from 54 cents per milreis to 36 cents. At what 
rate of exchange would you take the Brazilian assets for the purpose of 
the American Balance Sheet? Would you treat the Buildings, Machinery 
and Plant differently from the floating assets? Explain. 

2. The $500.00 six per cent. bonds of a corporation are issued at 
$450.00 redeemable at par, by ten annual drawings. How would you 
treat these bonds in the Profit and Loss Account and Balance Sheet? 

3. The following Profit and Loss Account is presented to you for 
audit by the Directors of a Company, who intimate their willingness to 
modify it in accordance with your suggestions. How would you re-draw 
it so as to show the exact profit for the period under audit? 


er 5 Boss cbexics $1,672.00 By Interest on Invest- 
— 15,325.00 ING c: é <keasuea $4,660.00 
* Be Be a da ccs xen na03.60 “ TROMMOEY .....iccs. 17,806.00 
“ Interim Dividend ... 5,000.00 “ Sales .............. 83,236.00 
“ Depreciation ........ 650.00 “ Balance from last 
—. ee 66,728.00 “ I aaa 2,627.00 
“ Directors’ Fees ..... 2,000.00 “ Sundries ........... 12.00 
“ Proposed Dividend.. 4,000.00 “ Reserve Fund trans- 
a rere 2,463.00 NN 2,000.00 
“ General Expense.... 3,791.00 
© WEE ssa ctdevi cee 7,402.00 
© BOO cccateusewas 68.00 

$110,341.00 $110,341 .00 


4. In auditing the accounts of a bank, what evidence would you 
require produced in respect of the following assets: Loans, Bills dis- 
counted, Government Bonds? State also to what points you would direct 
your attention in the examination of each class of security. 

5. What, in your opinion, is the best method of stating the Profit 
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and Loss Account of a trading corporation so that it shall give the 
greatest possible desirable information to the Stockholders? 

6. A corporation took an inventory of its stock on December 31, 
1910, at which time it was overdrawn at its bank about $25,000.00. It 
kept its cash book open (as of December 31) for the greater part of 
January, during which time there was collected from Customers over 
$240,000.00 and $176,000.00 of this was applied to payment of liabilities 
accruing in January. 

State the effect of these January transactions upon the financial show- 
ing and your attitude as auditor in certifying to the statement. 

7. During the past fiscal year a concern under audit has not shown 
profit sufficient to justify paying a dividend. The manager in order to 
avoid showing a loss disregards the usual depreciation reserve charges 
for structures, plant, machinery, tools and implements. 

What would be your view as auditor under the circumstances? Give 
your reasons as a feature of your report. 

8. In reviewing the schedules of open customers’ accounts receivable 
for the purpose of setting up a reserve against irrecoverable amounts 
how would you proceed? Lay out your method and state what conditions 
would prompt inquiry as to a possible default in any one item. 

How should a reserve for cash discounts on outstanding accounts 
receivable be computed? 

9. In an audit if 

(a) Cash is received but not properly accounted for— 

(b) Cash is paid for goods that were never delivered— 

(c) Cash is paid out for wages that were not earned— 
All with fraudulent intent, state concisely what means you would devise 
to prevent such happening in the future. 

10. What is the Auditor’s duty as to the inventory of a manufac- 
turer’s stock on hand— 

1. As to the prices of raw material. 


2. As to the quantities of all items. 

3. As to the extensions, additions and summaries. 

4. As to the condition of schedules and summations comparatively 
with those of the opening of the term. 

5. As to obsolete, spoilt, uncatalogued or pattern goods. 


6. As to its effect, in ratio, as a total on the gross profit. 


CoMMERCIAL LAw 


Thursday, May 25—9.30 A.M. to 12.30 P.M. 
75 credits necessary to pass, out of a possible 100 credits. 

Each complete answer will receive 10 credits. Do not repeat questions 
on examination papers, but write answers only, designating the questions 
by number. The intelligence indicated by answers will be considered in 
marking the applicants, as well as the technical accuracy of such answers. 

1. Define the following: 

(a) Accommodation paper, 
(b> Bill of exchange, 
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(c) Demurrage, 
(d) Escrow, 

(e) Collateral, 

(f) Receiver, 

(g) Executor, 

(h) Administrator, 
(i) Conservator, 
(j) Guardian. 


2. (a) How many incorporators are required to form a corporation 
for profit under the laws of Illinois? 

(b) What is the difference between the liability of a partner and of 
a stockholder in a corporation? 

3. (a) What is the difference between preferred and common stock 
of a corporation? 

(b) Is there any provision of the Illinois law for preferred and 
common stock? 

4. (a) By whom are the directors of a corporation elected under 
the laws of Illinois? 

(b) Under the laws of Illinois, by whom are the By-Laws of a cor- 
poration, for profit, made? 

5. How should an agent execute a paper in order that it may be 
binding on his principal and not upon the agent? 

6. What is meant by stoppage in transit, and who can exercise that 
right ? 

7. What effect as to the fund in the bank, has the drawing of a 
check thereon by the depositor and the delivery of the check to the payee? 

8. ‘Vhat is the difference between a sale and a consignment? 

9g. Describe the Statute of Frauds, and state the purpose of its 
enactment. 

10. Prepare a short form of Power of Attorney authorizing the 
attorney in fact to act generally for the Principal. 


INSTITUTE PAPERS 
INTERMEDIATE 
BooKKEEPING—PRACTICAL AND THEORETICAL 
Paper No. 1 


Time, 33 hours. 

1. State briefly what the difference is in (a) A Statement of Receipts 
and Disbursements and (b) A Statement of Income and Expenditure. 

2. From the following figures prepare a Statement of Revenue and 
Expenditure and a Statement of Income and Expenditure: 


i eS pre reper mye prey ers teen roe: $250.00 
Ce Bh FI Sins ie hk Aan Soe erie 4,000 .00 
Or AE TT errr 500.00 
WE SIO oan tics SH esBiweshds eons 100.00 
Mereenas GOOD 65s 0 isis viviccgcatasdivecticns 10,000.00 
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Cash paid for Merchandise .................000+: 8,000.00 
EE er TT srt 15,000.00 
ES EEE TOE PIRI I eee 3,000.00 
a ia isle a ee al ed aca ane goo .00 
ERE EOL Ee MY re eae 100.00 
IE 62 ccs cacduiuaacudeae tenes eee weekend 600.00 
TN i og i a ee ee a eee 100.00 
soe pe SONS oe bah a ee 150.00 
ro OU ie thie wee Gh oe Ga ae oe aoe aa 100.00 
IN hacia shore. din scacW arncaiata Wea ate aoe wm naa ek Ging ek aoe 200.00 
PR ND ic. ch daar a eteaaeanes wen sie els 2,000 . 00 


3. It is usual in Partnership Accounts before closing the Books to 
credit the Partners with Interest on their Capital. State concisely the 
reason why this is done. 

4. A, B, C and D are Partners. Under their Partnership Agree- 
ment, they contribute capital in the following proportions—A one-sixth, 
B one-fourth, C one-third, and D one-fourth, and are to share profits 
and losses as follows—A one-third, B one-fourth, C one-fourth and D 
one-sixth. Interest at the rate of 5 per cent. per annum is to be paid 
on their capital On December jist, 1910, the books are closed and 
accounts prepared and signed. It is then discovered that the Interest 
for the year has been omitted to be credited to the Partners’ Capital 
Accounts. Instead of altering the Balance Sheet it is agreed to make 
an adjusting entry at the beginning of 1911. Give the Journal entry, 
assuming that the total capital is $60,000.00. 

5. Smith and Jones purchase Household property for $50,000 on 
the following terms, viz., $20,000 cash and a Mortgage for $30,000. Each 
provides $11,000 to make first payment and provide a small Capital. 
The expenses in connection with the purchase amounted to $300. Smith 
is to collect the rents and manage the property and to receive three- 
fifths, and Jones two-fifths of the ultimate profit. At the end of two 
years they sell the property, subject to the Mortgage, for $30,000, viz.— 
Cash $25,000 and Lots valued at $5,000. The Income from the property 
just paid the Mortgage Interest and all expenses except the $300 of 
expenses in connection with the purchase. Smith and Jones have not 
drawn anything. 

Show how the proceeds of the sale, the Bank Balance and Lots 
should be divided between Smith and Jones. 

6. What is the meaning of “ Fixed” and “ Wasting” Assets? How 
should they be treated in a Company’s Balance Sheet? 

7. Ina Company’s Balance Sheet you find the following accounts, viz. : 

Real Estate, Buildings, Machinery, Tools, Horses and Wagons, 
Patent Rights, Raw Material and Merchandise. 


Which of these would you consider “Fixed” and which “ Wasting” 


Assets? 
8. What do you understand by the terms “ Trial Balance” and “ Bal- 


ance Sheet”? 
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9. From the following figures make up the Trial Balance and Bal- 
ance Sheet of the A Company as at December 31st, 1910: 


GS SEE, 045 cn ding aces 4nesanieaneinnee $200,000 .00 
ae OP EF err ree 100,000.00 
PE TIN 5.080669 0 sesnaedaenrsadvawt 10,000.00 
RS FR ie ree eee ee 20,000.00 
REE SE kines edb nnscntscdevcicsantedsan 15,000.00 
ee IEE wiv dixie wind cn cance s ceenasiebnses 25,000.00 
EE cP dn akeo is acyees beenkele ut eee 262,500.00 
NE .n6-0004000654060000h0neonbounxeameanal 190,000 . 00 
Se, Oe SO non. acncusinensencduaers 30,000.00 
OGM, LISCOMIDEF SESE, EOE 60a Siccccccccdencess 45,000.00 
(Pee Ge TINE. 6560-0 ks csecsednanterensdinds 10,000.00 
Gee We SE chnksuccdendsiandecanucebecabont 2,500.00 
Reserve fot Demwecisttem .....iccevccccccccedecs 8,000.00 
Se, TNS GIN TURE oc ccc vccnccvcesccesss 120,000.00 
BE TE ID 5 kd tincs daca ddeeneccscactaas 2,000.00 
PIII. dee i:0-5:0'4i0cb he One dhs cine elemnite ead eae 1,500.00 
PRED nicdsvsndcdedscéouseseccnsetebetdhenous 4,000.00 
WN cei cncccess cones eanasemande es hey Goeacaee 2,000 .00 
CE wiscsdancadssneseiac®saunswoneeneraees 500.00 
ED 60s céskacudeeuwadeseuuaew snes menacreaeens 12,000.00 
COE IID ons 0 hd 855s de diascedureednsde 4,000.00 
TEE TE hiei0d.o00csccncdesakeeneeseeees 500.00 
WE 5 Someeare bh edisa de sscdvedecscnddsoumeeges 35,000.00 
CI IIE oi. o.5:5 6d when seccdnceeteasee 10,000.00 
DORN. DED ise cccesssccsscsassiscinnieva 500.00 
Profit and Loss Account, Jan. I, I910........... 9,000.00 


The figures given are in Balance. 


PARTNERSHIP AND ComPpANY Law 


Time, 3 hours. 

1. (a) Define partnership. 

(b) Is the sharing of profits conclusive evidence of a partnership? 

(c) A was introduced by B to C on the understanding that B 
was to share in the profits and losses of the transactions 
in trade between A and C. On A becoming indebted to C 
in connection with such transactions, is B liable thereon 
to C? 

2. In a partnership of accountants, has one partner implied author- 
ity to bind the other by promissory note made in the name of the firm 
where given for a firm debt? 

3. A member of a firm of accountants received into his custody for 
the purpose of checking same, negotiable bonds of a Company whose 
accounts he was auditing, and absconded with same. Are his partners 
liable to the Company? 

4. A hotel property is acquired by two partners for $20,000, a cash 
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payment of $5,000 being contributed to equally by them. One partner 
manages the hotel and out of its earnings pays off the balance of lia- 
bility. The other partner does not give any attention or time to the 
partnership affairs. At the end of ten years, on a dissolution of the 
partnership, is the working partner entitled to remuneration for his 
services, the partnership agreement being silent in this respect, and the 
profits having been allowed to accumulate? 

5. A and B, partners, dissolve and B carries on business in the firm 
name with C, a new partner. A customer of the old firm sold goods to 
the new firm after the change but without notice of it. After receiving 
notice of it he sued the new firm for the price of the goods. Being 
unable to recover amount of his judgment on account of the firm’s in- 
solvency, he sued the late partner. Is he entitled to do so? 

6. What is the doctrine of holding out, and give an illustration of it. 

7. Is a person who is admitted as a partner into an existing firm 
liable for debts then owing by the firm? 

8. What are preference shares in a company? What is cumulative 
and non-cumulative preference stock? 

9. Mention briefly the contents of a petition for incorporation under 
the Manitoba Joint Stock Companies Act, and contents of a memorandum 
of association under Alberta Ordinance, and steps necessary in each 
Province to obtain incorporation. 

10. Is the contract of a trading company binding if not under seal? 
State authority for answer. 

11. A purchased shares in a company at a discount which were issued 
to him as being fully paid up. He assigned shares to B, telling him that 
they were fully paid up. On the company going into liquidation, is B 
liable to creditors for the difference under par at which shares were 
purchased by A? 

12. A company is formed to carry on a shipping and forwarding 
business on Lake Winnipeg. May it contract to purchase all the timber 
to be cut by A in order to secure carriage of same? 


BANKING 

Time, 3 hours. 

1. To what two classes of persons may a Bank lend money under 
Section 88 of the Bank Act? What are the classes of goods upon which 
such security can be taken, and is substitution allowed? and if so, on 
what conditions? 

2. The Bank Act provides that goods hypothecated to a Bank under 
Section 88 cannot be sold without notice to the pledger. These goods 
are divided into two classes: 

(a) Give the names of the goods,comprising one class which 
cannot be sold without consent in writing of the owner 
until notice of the time and place of such sale has been 
given, stating the conditions upon which such notice must 
be given. 
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(b) Give the names of the goods, etc., other than those manu- 
factured in (a), which cannot be sold without the consent 
of the owner until a certain notice is given, stating the 
conditions upon which such notice is required. 

(c) Without the consent of the owner, how can a sale be effected 
under the power of sale authorized in the Bank Act? 


3. Is there any authority under the Bank Act by which a Bank may 
loan money upon security of standing timber and the rights or licenses 
held by persons to cut or remove such timber? If so, is a Bank author- 
ized to deal with such timber or licenses as it might do with negotiable 
securities? 

4. State fully how and on what conditions a Warehouse Receipt or 
Bill of Lading may be legally taken by a Bank. 

5. It frequently happens that a Bank makes advances upon a promise 
to give security. Under what authority are the advances so made, and 
is the Promise to give Security regarded as the Security itself? State 
fully your views respecting this matter. 

6. A has advances from a Bank secured by the hypothecation of 
Warehouse Receipts for merchandise. He brings a fresh Warehouse 
Receipt to the Bank for merchandise valued at $1,200, and asked to be 
allowed to substitute it for a Warehouse Receipt representing goods of 
a like value already hypothecated. State fully what your action would 
be in the matter and your reasons therefor. 

7. In a Promissory Note signed by two or more persons, what is 
the respective significance of “I,” “ We,” “ We jointly,” and “ We jointly 
and severally ”? 

8. What are the essential contents of a protest of a Promissory 
Note or Bill of Exchange? 

9. Give a form of a Waiver of Protest. 

10. Where there are several endorsers upon a Promissory Note what 
are the rights of the endorsers respectively as against the others? 


AUDITING 

Time, 3 hours. 

1. As Auditor of a Company, the audit having been completed by 
your assistant, what questions would you ask him in order to satisfy 
yourself that he had gone properly into the question of the existence or 
value of the following assets enumerated in the Balance Sheet— 


Plant, Machinery, Fixtures, etc. ; 
Work in Progress; 

Stock in Trade; 

Book Debts; 

Cash in Bank; 

Cash on Hand; 


and that all liabilities for goods purchased or expenses had been in- 
cluded? If there was a loan due by the Company which did not appear 
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in the books as a liability, should his audit under any circumstances have 
detected its existence? If so, state what you would have expected him 
to have found in the books. 

2. You are auditing the books of a firm of manufacturers. The 
senior partner is to be paid out, as at the end of the year under audit 
at a figure based on the net profits for that year. The accounts have 
been prepared under the direction of the junior partner and you have 
reason to suspect that he has under-estimated the profits. Name a few 
of the more important points to which you will pay particular attention 
in your audit with a view to preventing this. 

3. You have completed the audit of the books of the firm of Thomas 
Brown & Company for the year ending March 3ist, 1911, and wish to 
send a short report with a Balance Sheet and Profit and Loss Account. 
Write such a report, utilizing the following points: The accounts are 
sufficiently vouched; the profit for the year after reserving $500 for bad 
debts is $1,500; no interest has been charged on capital accounts; after 
adding the above $500 to $3,000 reserved for bad debts at March 31st, 
1910, and writing off $1,900, there remains a provision for bad debts of 
$1,600; you consider this sufficient; the loss on the business to March 
3Ist, 1910, was $3,750; fixtures which you reported as having been over- 
valued last year have now been properly valued. 


Note.—Do not attempt to prepare a balance sheet or profit and loss 
account. 


4. Deal with the points of interest to accountants involved in any 
one of the following cases— 


Lee v. Neuchatel Asphalt Company ; 
Kingston Cotton Mills; 
Irish Woollen Company. 

5. You are auditing the accounts of a private firm who ask you to 
accept certain items as correct. This may be perfectly proper as between 
the partners if they all understand that a complete audit is not being 
made, but what risk do you take in certifying such accounts and how 
may you guard yourself against such risk? 

6. In preparing a report for a prospectus, what objection is there to 
stating the average profits for a number of years? 

7. State briefly the advantages and disadvantages of a continuous 
audit. 

8. Would you vouch the entries in a Journal? Give reasons for 
your answer. 

9. State briefly how a system of audit notebooks may be used. Indi- 
cate the advantages and disadvantages of such a system. 


ADVANCED BoOKKEEPING AND ACCOUNTS 
Paper No. 2 
Time, 34 hours. 
1. From the following Balances of a Life Assurance Company at 
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31st December, 1910, draw up a Statement showing Receipts and Dis- 
bursements and thereafter a Balance Sheet as at that date: 


Mortgages on Real Estate ...............2005- $6,500,000 .00 
Municipal and School Debentures ............ 200,000.00 
nc euctemleeeeuecalae 1,800,000 .00 
BeOU GIG TD oo oninn cc ctacsseccacwcses 350,000.00 
Death Claims outstanding ..................5. 20,000.00 
Surrender Values claimable .................. 5,000.00 
I A ie eee ate cameans 350,000.00 
Stocks and Bonds written up ................. 20,000.00 
Dividends to Shareholders .................-- 50,000.00 
Se io hota cn asda tokeaauead 17,000.00 
Expenses, Commissions, etc................2-: 500,000 . 00 
Policy Holders; for claims Annuities and Sur- 
gk RR ee ho ret ~ 350,000.00 
Loans on Company’s Policies ................. 850,000.00 
Interest due and accrued ........ccccccccscces 200,000 .00 
Se anc nsacenckaschoachondenauees 40,000.00 
Investment Reserve Fund .................+.- 15,000.00 
Policy Holders’ Profits unpaid ............... 1,500.00 
SN NE ns vedic dh ea be Cieea cca 475,000.00 
Profits on Sales of Securities ................ 1,500.00 
SEE TE oso s.5 3 oc cde setiiedes cans 30,000.00 
Outstanding and Deferred Premiums.......... 340,000.00 
Advance Payments on Premiums ............. 12,000.00 
Shareholders’ Dividend due ................... 30,000 . 00 
Considerations for Annuities ................. 20,000 .00 
PINE os giaaksbecsaane Seataee cane es 20,000 .00 
Reserve; Policies and Annuities .............. 6,000,000 . 00 


In Statement insert whatever figure is necessary so that both sides 
will agree; in Balance Sheet the difference between the two sides may 
be shown as Surplus. 

2. A Manufacturing Company is to be sold to another Company, but, 
before the price to be paid for its assets is fixed, a statement of its 
average Profits for the past three years is required. You find that the 
debits and credits to the Profit and Loss Account are as follows, viz.: 

December 31st, 1908: Selling Expense, $9,000; Partners’ Drawings, 
$4,000; Interest on Overdraft, $2,000; Interest on Mortgage, $1,000; 
Gross Profit on Trading Account, $65,000. December 31st, 1909: Selling 
Expense, $8,200; Partners’ Drawings, $5,000; Interest on Overdraft, 
$1,800; Interest on Mortgage, $1,000; Gross Profit on Trading Account, 
$70,000; Profit on Land sold, $3,000. December 31st, 1910: Selling Ex- 
pense, $9,100; Partners’ Drawings, $6,000; Interest on Overdraft, $2,200; 
Interest on Mortgage, $1,000; Loss on Building by Fire, $500; Gross 
Profit on Trading Account, $75,000; Appreciation on Land, $10,000. 

Give average profit and figures as to how you arrive at results. 

3. What are the first duties of an assignee upon taking possession 
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of an Estate under an Assignment or Trust Deed, and in what manner 
should a statement of the condition of the Assignor’s affairs be prepared 
and the different Assets properly tabulated? Also what method should 
be adopted in arriving at a valuation of these assets and the providing 
for the payment of privileged and secured claims in full from the gen- 
eral proceeds? 

What methods are required for the realizing of these Assets, and 
under what different controls would they be considered in cases of vol- 
untary Assignments or judicial proceedings under a Winding-up Act? 

What authority does an Assignee or Trustee require to dispose of 
Assets held by him as Trustee or Assignee? 

How should a Statement be prepared so as to give definite and sepa- 
rate information as to the value of an Estate where the Assets and 
Liabilities have simply been considered generally without proper classi- 
fication? For instance: 


Amount due Mdse., Creditors «......06.cseccscces $12,000.00 

Amount owing on Mortgages, on Real Estate, 
EE oe Gan andi icae Cece dae RS 1,750.00 

Amount owing on Mortgage on Dwelling occu- 
PE got davis maka tens anwees damees 1,500.00 
Amount Indirect Liabilities as Endorser ......... 10,000.00 
ND WER OO ES, ons cc ccs owensus casccanes 200.00 
EO eT Ree te a 175.00 
I, SUOMI ic Swidcaleecdcedesccecccees 250.00 
Be IN Oy BIW cok dcecidss ccctesseeneses 125.00 

Amount due, being unpaid Subscriptions on Stock 
SE IID ina: oo ulsab wr isdnbicnwag eae’ 400.00 
$26,400.00 


4. The following is the Trial Balance (for year ending December 
31st, 1908) of Messrs. Stevenson & Smith, trading as Commission and 
General Grain Merchants: 


Dr. Cr. 

SN ND coat aetendn seen cowasiuawiis $60,000 .00 
EE EE. Pe ee nee ae ee 40,000 .00 
Stock of Grain on hand as per Certified Lists... $56,000.00 

ON ee eee ee 2,900 . 00 
OE CCT TURE TT COTE CTT ETT 34,000.00 
ee me ee 100.00 
a ee ee ee ee 1,100.00 
SNES GG GV. betsedus cemriwe Sansees 10,000 .00 
NE 255 inc eGwhaghuss xpkanawea soos 22,000.00 
Gos aed dle swbee abectenielededews 700.00 
i Slr. tea ees eed ainhasead besa 1,000.00 
EE Se eee re ere eer ee 100.00 
CS cp ass eend et hebenenes cass 7,500.00 
NE Oe en St ee Pe a ee ee ee 25,000.00 














C. P. A. Question Department 


Fuenttuce ath Pisses cikiicccdiiccvctdcenssc¥ os 2,500.00 
Ee Ee EO ee eTE err 2,000 . 00 
Premgmt CRecoverele) io.nccdcicc ccc vcssevsnceer 1,500.00 
SN Cio 5s 5 01019,003 4 eek eee sen 6,000 .00 
aN ae ne Cerny meet Ml tee 2. RS 15,500.00 
W. Stevenson, Drawing Account, May Ist, $1,500; 
Ph SE NS sas oko es oc bce ae 5,000.00 
J. Smith, Drawing Account, Feb. 28th, $1,600; 
I rT Ce ee 3,600.00 
SO eT errs orm ee Pim Pe 6,400.00 
PN od issn 0c cd vn ecendks eemaneeekee eee 4,500.00 
ee TOE 5.5 oeksicvadicscewastow sca eabeeden 32,000.00 





$169,700.00 $169,700.00 


With a view to arriving at the exact position of affairs before sale 
of the business to a Company, draw up a Balance Sheet at that date. 
Interest on Drawings to be charged at 6 per cent. from data, and Capital 
Accounts to be credited with profits pro rata. 

A limited Company with a nominal Capital of $100,000.00, consisting 
of 250 Cumulative Preference shares of $100 each and 750 Ordinary 
shares of $100 each; and a Loan Capital of $50,000.00 Debenture stock 
was formed to acquire and carry on the business. 

The purchase price was agreed at $125,000.00, to be paid in 750 Ordi- 
nary shares of $100 each fully paid; 150 Preference shares of $100 each 
fully paid, and $15,000.00 Debenture stock fully paid, the balance $20,000.00 
in cash. 

The Vendors agreed to pay off all Creditors (including Mortgagee), 
and guaranteed Book Debts; the Company taking over the whole business 
with the exception of Cash and Investments. 

The remainder of the Share and Loan Capital was allotted to the 
Public. Make the necessary entries to close the Partnership Books, and 
to open those of the new Company in the manner required by law. 

State what method of valuation you would adopt in taking Stock of 
Grain on hand, and give an opinion as to price paid— 


(1) For the business as a whole; 
(2) For goodwill. 


The profits for the four previous years had been— 


WO oon cs daxe0 00d viadenneadayon cake $9,600. 00 
OE co's 5k. on'bn4tadondcebeh sensed alee 10,000.00 
WORE Cis cave odke¥avscdeadtaeh tenes 4ea0neeese 9,800 . 00 
SORE casi vccsescededastedaswacesrengermenstaensn 12,000 .00 
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Cost Accounts 


1. State briefly the objects in ascertaining costs. 
2. Classify costs—that is, give the main divisions into which you 
would divide costs. 
3. What do you understand by the following terms— 
(a) Overhead; 
(b) Prime Cost; 
(c) Direct Labor; 
(d) Indirect Labor; 
(e) Efficiency Department; 
(f) Predetermined Costs; 
(g) Standardizing of Conditions. 
4. Name three methods of distributing Overhead to the product and 
briefly explain each. 
5. In order to reduce costs by— 
(a) Increasing the Output; 
(b) Reducing the Overhead; 
what wage systems would you recommend? Name two only and de- 
scribe them. 


The following is a list of the successful candidates at the New York, 
June, 1911, Examination, who are entitled to receive C. P. A. certificates : 


ae 57 W. 82d St., New York City. 
BropericK, DILton F............. 1866 7st St., Brooklyn, N. Y. 
8 See 108 W. 141st St., New York City. 
GoLpBerG, Morris W.............. 105 W. 112th St., New York City. 
GotpscHmint, HERMANN E........ 528 W. 151st St., New York City. 
Harpy, WitLoucHsy D........... 114 W. 37th St., New York City. 
EE errr 411 W. 114th St., New York City. 
MacELveEN, WILLIAM ............ 412 St. Nicholas Ave., New York City. 
rrr 113 Waverley Place, New York City. 
BE, WORM Tics a cnscccccccsens 549 Springdale Ave., E. Orange, N. J. 
PeUeRe, BEMNCUS A... 55... sc cccss 252 W. 130th St., New York City. 
Nuspaum, WILLIAM J............ 92 Hudson Ave., Albany, N. Y. 
Puinney, Ropert N.............. 329 W. 48th St., New York City. 
Been, HOWARD Fi... sc ccccccess 155 Mill St., Paterson, N. J. 

po ee Maplewood, N. J. 

SONDERLING, SAMUEL J............ 16 William St., New York City. 
Wasson, Jom E.............cc00- 19 Fillmore Place, Brooklyn, N. Y. 
Wyrnes, Haroitp A...........06. 165 Broadway, New York City. 





